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Forward-Looking Stntements

Some of the statements under “Business," “Monagemeni's Discussion and Analysis of Financial Condition and
Resuits of Operations,” and elsewhere inn this report may contain forward-looking siatementis which reflect our current
views with respect to future events and financial performance. These forward-looking statements are made within the
meaning of Section 274 of the Securities Act of 1933 and Section 21E of the Securities Exchange Act of 1934, or the
Exchange Act. We intend such forward-looking siatements to be covered by the safe harbor provisions for forward-
looking statements contained in the Private Securities Litigation Reform Act of 19935, and we are including this statement
Jor purposes of complying with these safe harbor pravisions, We have baved these forward-looking statements on our
current expeciaiions and projections about future evenis, trends and uncertainties. These forward-looking statements are
not guaraniees of future performance and are subject to risks, uncertaintles and assumptions, including the informarion
discussed under the section entitled “Risk Factors™ in this report, In making chese statements, we are not underiaking 1o
addrexs or update them in future filings or communications regarding our business or results. Our business is highly
complicated, regulated and competitive with many different factors qffecting resuits.

PART1
ITEM 1. BUSINESS

General

Headquartered in Louisville, Kentucky, Humana Inc. and its subsidiaries, referred to throughout this document as
“we,” “us," “our,” the “Company” or *Humana,” is a leading health and well-being compeny focused on meking it casy
for people to mchieve their best health with clinical excellence through coordinated care. Our sirategy integrates care
delivery, the member expericnce, and clinical ond consumer insights to encourage engagement, bebavier change,
proactive clinical outreach and wellness for the millions of people we serve across the country. As of December 31, 2015,
we had approximately 14.2 million members in our medical benefit plans, as well as approximately 7.2 million members
in our specialty products. During 20185, 73% of our total premiums and services revenue were derived from contracts with
the federal government, including 14% derived from our individual Medicare Advantage contracts in Florida with the
Centers for Medicare and Medicaid Services, or CMS, under which we provide health insurance coverage to
approximately 587,400 members es of December 31, 2015,

Humana Inc, was organized as a Delaware corporation in 1964 Our principal executive offices are located at 500
West Main Street, Louisville, Kentucky 40202, the tcfephone number ot that address is (502) 580-1000, and our website
address is www.humana.com. We have made avaifable free of charge through the Investor Relations section of our web
site our annual reports on Form 10-K, quarterly reports on Form 10-Q, current reports on Form 8-K, proxy statements,
and, if applicable, amendments to these reports filed or furnished pursuant to Section 13{a) of the Exchange Act, as soon
as reasonably practicable after we electronically file such material with, or fumish it to, the Securities and Exchange
Commission.

‘This Annual Report on Form 10-K, or 2015 Form 10-K, contains both historical and forward-looking information
See Item 1A, = Risk Factors in this 2015 Ferm 10-K for a description of a number of factora that may adversely afTect our
results or business,

Aetnn Mcrger

On July 2, 2015, we entered into an Agreement and Plan of Merger, which we refer 1o in this report a3 the Merger
Agreement, with Actna Inc. and certain wholly owned subsidiaries of Aetna Inc , which we refer to collectively as Actne,
which sets forth the terms and conditions under which we will merge with, and become a wholly awned subsidiury of
Aetna, u trunsaction we refer to in this report as the Merger Under the terms of the Merger Agreement, at the closing of
the Mcrger, each outstanding share of our common stock wilt be converted into the right to receive (i) 0.8375 of a share of
Actoa common stock and (i) $125 in cash. The total transaction was estimated et spproximately $37 billion including the
assumption of Humana debt, based on the closing price of Aetna common shares on July 2, 20i5. The Merger Agreement
includes customary restrictions oa the conduct of our business prior 1o the completion of the Merger,
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generally requiring us (o conduct our business in the ordinary course and subjecting us 10 8 vancty of customary specified
limitations absent Aetna’s prior writlen consent, inciuding, for example, limitations on dividends (we agreed that our
quarterly dividend will not exceed $0.29 per share) and repurchases of our securities (we ngreed to suspend our share
repurchase program), restrictions on our ability to enler into material contracts, and negotiated thresholds for capital
expenditures, capital contributions, acquisitions and divestitures of businesses.

On October 19, 2015, our stockholders approved the adoption of the Merger Apreement at a special stockholder
meeting. Also on October 19, 2015, the holders of Acina outstending sheres approved the issuance of Aetma common
stock in the Merger at o special meeting of Aetna sharcholders.

The Mecger is subject to customary closing conditions, including, among other things, (i) the expiration or
termination of the applicable waiting period under the Her-Scont-Rodino Antitrust Emprovements Act of 1976, as
amended, and the receipt of necessary approvals under state insurance and healthcare laws and regulations and pursuant to
certain licenses of certain of Humana's subsidiaries, (ii} the absence of legal restraints and prohibitions on the
consummation of the Merger, (iii) listing of the Aetna common stock to be issued in the Meeger on the New York Stock
Exchange, (iv) subject lo the relevant standards set forth in the Merger Agreement, the gccuracy of the representations and
warranties made by each party, (v) malerial compliance by cach party with its covenants in the Merger Agreement, and
(vi) no “Company Malerial Adverse Eifect” with respect 1o us and no “Parent Matcrial Adverse Effect” with respect to
Actna, in each case since the exccution of and as defined in the Merger Apreement. In addition, Aetna's obligation to
consummate the Merger is subject to (a) the condition that the required regulatery approvals do not impose any condition
that, individually ot in the aggregote, would reasonably be expected 1o bave a “Reguiatory Material Adverse Effect” (as
such term is defined in the Merger Agreement), and {b) CMS has not imposed any sanctions with respect to our Medicare
Advantage, or MA, business that, individually or in the nggregate, is or would reasonably be expected to be material and
adverse 1o us and our subsidiaries, tnken as a whole. The Merger is currently expected to tlose in the second half of 2016

Health Care Reform

The Paticnt Protection end Affordable Care Act and The Health Carc and Education Reconciliation Act of 2010
{which we collectively refer to as the Health Care Reform Law) enacted significant referms ta various aspects of the U.S.
health insurance industry. Certain significant provisions of the Health Care Reform Law include, among others, mandated
coverage requirements, mandated bencfits and guarentee issuance associated with commercial medical insurance, rebates
1o policyholders based on minimum benefit rotios, adjustments to Medicare Advantage premiums, the establishment of
federnfly-facilitaled or state-based exchanges coupled with programs designed to spread risk among insurers, and the
introduction of plan designs based on set actuarial values. In addition, the Health Care Reform Law established insurance
industry assessments, including en annual health insurance industry foe and a three-year industry wide commercial
reinsurance fee. The Health Care Reform Law is discussed more fully in Item 7. — Managemeni's Discussion and Analysis
of Financial Condition and Resulis of Operations under the section titled “Health Care Reform™ in this 2015 Form 10-K

Business Segmenits

On Junuary 1, 2015, we realigned certain of our businesses among our reportable segments to correspond with
intemal management reporting changes and rensmed our Employer Group segment to the Group segment. Qur three
reporiable segments remain Retail, Group, and Henlthcare Services. The more significent realignments included
reclassifying Medicare bencfits offered to groups 1o the Retail scgment from the Group segment, bringing all of our
Medicare offerings, which are now managed collectively, together in one scgment, recognizing that in some instances we
market directly to individuals that arc part of a group Medicare account. In addition, we realigned our military scrvices
business, primarily consisting of our TRICARE South Region contract previously included in the Other Businesses
category, to our Group scgment as we consider this contract with the governiment o be a group account. Prior period
segment financial information hes been recast 1o conform to the 2015 presentation. Sce Note 17 to the consolidated
financial statements included in ltem 8 — Financial Statements and Supplementary Data in this 2015 Form 10-K for
segment financial informatien.
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We manage our business with three ceportable segments. Retail, Group, and Healthcare Services In addition, the
Other Businesses category includes businesses that are not individually reportable because they do not meet the
quantitntive thresholds required by gencrally accepted accounting principles. These segments are based on a combination
of the type of health plan custemer and odjacent businesses centered on well-being solutions for our health plans and other
customers, as described below, These segment groupings gre consistent with information used by our Chicf Executive
Officer to nssess performance and allocate resources

Our Products

Our medical and specialty insurance products allow members 1o access health care servicea primarily through our
networks of health care providers with whom we have contracted. These products may vary in the degree to which
members have coverage. Health maintenance organizations, or HMOs, generally require a referral from the member’s
primary care provider before seeing cerlain specialty physicians, Preferred provider orpanizations, or PPOs, provide
members the freedom to choose a health care provider without requiring a referral. However PPOs generally require the
member fo pay a greatcr portion of the provider’s fee in the event the member chooses not to use a provider participating
in the PPO's network. Point of Service, or POS, plans combine the advantapes of HMO plans with the flexibility of PPO
plans. In general, POS plans allow members to choose, at the time medical services are needed, to seek care from a
provider within the plan’s network or outside the network. In eddition, we offer services to our health plan members as
wel) as 1o third parties that promoie health and wellness, including pharmacy solutions, provider, home based, and clinical
programs, as well as services and capabilities 1o advance population health, At the core of our strategy is our integrated
care delivery model, which unites quality care, high member engagement, and sophisticated data analytics. Three core
clements of the model are to improve the consumer expetience by simplifying the interaction with us, engaging members
in clinical programs, and offering assistance to providers in transitioning from a fee-for-service to 2 value-based
amangement. Our approach to primary, physician-directed care for our members aims 1o provide quality care that is
consistent, integroted, cost-effective, and member-focused. The model is designed to improve health outcomes and
affordability for individuals and for the health system as a whole, while offering our members a simple, scamless
healthcare experience. The discussion that follows describes the products offered by each of our segments,

Our Retall Segment Producis

~ This segment is comprised of products sold on a retnil basis to individuals including medical and supplemenial benefit
plans described in the discussion that follows, The following table presents our premiums and services revenue for the
Retail segment by product for the year ended December 31, 2015:

Percent of
Retail Segment Consulidsted
Premiums and Premivme and
Services Revenue Services Revenue
{dollzrs in millioas)
Premiums:
Individual Medicare Advantage s 29,526 549%
Group Medicare Advantage 5,588 10.4%
Medicare stand-glone PDP 3,846 71%
Total Medicare 38,960 72.4%
Individua! commerciul 4,243 7.9%
State-based Medicaid 2,341 4.3%
Individuni specialty 261 0.5%
Total premiums 45,805 851%
Services 9 -
Total premiums and services revenue s 45,814 85.1%
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Me:licare

We have participated in the Medicare program for private health plans for aver 30 ycars and have established a
national presence, offering at least one lype of Medicare plan in all 50 states. We have a geopraphically diverse
membership base that we believe provides us with greater ability to expand our network of PPO and HMO providers. We
employ strategics including health essessments and clinical guidance programs such as lifestyle and fitness programs for
scniors to guide Medicare beneficiaries in making cost-effective decisions with respect to their health care. We believe
these strategies result in cost savings that occur from making positive behavior changes

Medicare is o federal program that provides persons age 65 and over and some disebled persons under the age of 65
certain hospital and medical insurance benefits. CMS, an agency of the United States Department of Health and Human
Services, administers the Medicare program. Hospitalization benefits are provided under Part A, without the payment of
any premium, for up to 90 days per incident of illness plus a lifetime reserve aggregating 60 days. Eligible beneficiaries
are required to pay an annually adjusted premium to the federal govemment to be cligible for physician care and ather
services under Part B, Beneficiarics cligible for Part A and Part B coverage under traditional fee-for-service Medicare are
still required to pay out-ol-pocket deductibles and ceinsuranice. Throughout this document this program is referred to as
Medicare FFS As an alternative to Medicare FFS, in geographic areas where o managed care organization has contracted
with CMS pursuant to the Medicare Advantage program, Medicare beneficiaries may choose to receive benefits from a
Medicare Advantage organization under Medicare Pat C. Pwsuent to Medicare Part C, Medicare Advantage
organizations contract with CMS to offer Medicare Adventage plans to provide benefits at lcast comparable fo those
offered under Medicare FFS, Our Medicare Advantage plans are discussed more fully below. Prescription drug benefils
are provided under Part D.

Individual Medicare Advantage Products

We contract with CMS under the Medicare Advantage program to provide a comprehensive array of health insurance
benefits, including wellness programs, chronic care management, and care coordination, to Medicare eligible persons
untler HMO, PPO, and Private Fee-For-Service, or PFFS, plans in exchange for contractual payments received from CMS,
usually a fixed payment per member per month. With each of these products, the bencficiary receives benefits in excess of
Mcdicare FFS, typically including reduced cost sharing, enhanced prescription drug benefits, care coordination, data
analysia techniques to help identify member nceds, complex case management, tools to guide members in their health care
decisions, care management programs, wellness and prevention programs and, in some instances, a reduced monthly Part
D premium. Most Medicare Advantage plans offer the prescription drug benefit under Part D as part of the basic plan,
subject to cost sharing and other limitations. Accordingly, all of the provisions of the Medicare Part D program described
in conncction with our stand-alone prescription drug plans in the following section also are applicable to most of our
Medicarc Advantage plans. Medicare Advantage plans may charge bencficiaries monthly premivms and other copayments
for Medicare-covered services or for certain extra benefits, Generally, Medicarc-cligible individuals enrall in one of our
plun choices between October 15 and December 7 for coverage thet beging on the following January 1.

Our Medicare HMO and PPQ plans, which cover Medicare-cligible individuals residing in centain counties, may
climinate or reduce coinsurance or the level of deductibles on many other medical services while secking care from
participating in-network providers or in emergency situations. Except in emergency situations or as specified by the plan,
most HMO plans provide no out-of-nctwork benefits. PPO plans carry 2n out-of network benefit that is subject to higher
member cost-sharing. In some cases, these beneficiaries are required to pay a monthly premium to the HMO or PPO plan
in addition to the monthly Part B premium they are required to pay the Medicare program.

Most of our Medicare PFFS plens are network-based products with in and out of nctwork benefits due to o
requirement that Medicare Advantage organizations cstablish adequate provider networks, except in geographic areas that
CMS determines have fewer than two network-bascd Medicare Advantage pians, In these areas, we offer Medicare PFFS
plens that have no preferred network. Individuais in these plans pay us a monthly premium to reccive typical Medicare
Advantage bencfits along with the freedom to choose any health care provider that accepts individuals at rates equivalent
to Medicare FFS payment rates,
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CMS uses monthly rates per person for each county to determine the fixed monthly payments per member to pay to
health benefit plans. These rates are adjusted under CMS's risk-adjustment model which uses health status indicaters, or
risk scores, to improve the accuracy of puyment. The risk-adjustment madel, which CM$ implemented pursuant to the
Balanced Budget Act of 1997 (BBA) and the Benefits and Improvement Protection Act of 2000 (BIPA), generally pays
mare for members with predictably bigber costs and uses principal hospital inpatient diaghoses as well as disgnosis data
from ambulatory treatment seitings (hospital outpatient department and physician visits) to establish the risk-adjustment
payments. Under the risk-adjustment methodology, ol] health benefit organizations must collect from providers and submit
the necessary diagnosis code information to CMS within prescribed deadlines,

At December 31, 2015, we provided health insurance coverage under CMS contracts 1o approximately 2,753,400
individual Medicare Advantage members, including approximately 587,400 cmembers in Florida. These Florida contracts
accounted for premiums revenue of approximately $7.8 billion, which represented approximately 26.3% of our individual
Medicare Advantage premiums revenue, or 14 5% of our consolidoted premiums and services revenue for the year ended
December 31, 2015,

Our HMO, PPO, and PFFS products covered under Medicare Advantage contracls with CMS are rencwed generally
for a calendar year term uniess CMS notifies us of its decision not 10 renew by May | of the calendar year in which the
contract would end, or we notify CMS of our decision not to renew by the first Monday in June of the calendar year in
which the contract would end All material contracls between Humana and CMS relating to our Medicare Advantage
products have been renewed for 2016, and all of our product offerings filed with CMS for 2016 have been approved.

Individual Medicare Stand-Alene Prescription Drug Products

We offer stand-alone prescription drug plens, or PDPs, under Medicare Part D, including a PDP offering co-branded
with Wal-Mart Stores, Inc., or the Humana-Walmart plan, Generally, Medicare-eligible individuals enroll in one of our
plan choices between October 15 und December 7 for coverage that begins on the following January 1. Our stand-aloae
PDP offerings congist of plans offering basic coverage with benefits mandated by Congress, as well as plans providing
enhanced coverage with varying degrees of out-of-pocket costs for premiums, deductibles, and co-insurance. Our revenues
from CMS and the beneficiary are determined from our PDP bids submitted annualiy 10 CMS. These revenues also reflect
the health stalus of the beneficiary and risk sharing provisions as more fully described in Item 7. - Management's
Discussion and Analysis of Financial Condition and Results of Operations under the scction titled *Medicare Part D
Provisions.” Our stand-alone PDP contracts with CMS are cenewed generally for & colendar year term unless CMS notilies
us of its decision not to renew by May 1 of the calendar year in which the contract would end, or we notify CMS of our
decision not to rencw by the first Monday in June of the calendar year in which the contract would end. All material
contracts between Humena and CMS relating to our Medicare stand-alone PDP products have been renewed for 2016, and
al of our product offerings filed with CMS for 2016 bave been approved

We have administered CMS's Limited Income Newly Eligible Transition, or LI-NET, prescription drug plan program
since 2010. This program allows individuals who receive Medicare's low-income subsidy to also receive immediate
prescription drug coverage at the point of sale if they sre not already enrolled in a Medicare Part D plan. CMS temporarily
enrolls newly identified individuals with both Medicare and Medicaid into the LI-NET prescription drug plan program,
and subsequently transitions each member into a Medicare Part D plan that may or may not be a Humana Medicare plan.

Group Medicare Advanitage and Medicare stand-alone PDP

We offer products that enable cmployers that provide post-retirement health care benefits (o replace Medicare wrap or
Medicare supplement products with Medicare Advantage or stand-alone PDPs from Humana. These products offer the
same types of benefits and services available to members in our individual Medicare plans discussed previousiy and can
be tailored to closely match an employer's post-retirement benefit structure.
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Stnte-based Medicald Contracts

Our state-based contracts allow us Lo serve members enrolled in state-based Medicaid programs including Temporary
Assistance 10 Needy Families, or TANF, Long-Term Support Services, or LTSS, and dual eligible demonsiration
programs. TANF is a state and federally funded program that provides cash assistance and supportive services to asgist
families with children under age 18, helping them achicve economic sclf-sufficiency. LTSS is a state and federally funded
program that offers states a broad and flexible sct of program design options and refers to the delivery of long-term
support services for our members who receive home and communily or institution-based services for long-term care. Our
American Eldercare Inc., or American Eldercare, acquisilion in 2013 expanded our LTSS footprint in Flerida, Qur
coniracts ore gencrally for three 1o five year terms.

Medicare beneficiaries who also qualify for Medicaid due to low income or special nceds are known as dual cligible
beneficiaries, or dual eligibles. The dual eligible population represents a disproportionate share of Medicaid and Medicarc
costs, There were approximatety 10 2 million dual eligible individuals in the United States in 2015, rending upward due
to Medicaid cligibility expansions and individuals aging into the Medicare program. Since the cnactment of the Health
Care Reform Law, states are pursuing stand-alone dual eligible CMS demonstration programs in which Medicare,
Medicaid, and LTSS benefits ace more tightly integrated, Eligibitity for participation in these stand-alone dual aligible
demenstration programs may require state-based contractual reletionships in existing Mcdicaid programs.

We have contracts to serve Medicaid eligible members in Florida under the TANF and LTSS programs. Our contracts
in Virginia and Ilinois serve members under each state’s stand-alone dual eligible demonstration progeam. In addition, in
Ulinois we have an Integrated Cese Program, or ICP, Medicaid contract. Our Kentucky Medicaid contract is subject to a
100% coinsurance contract with CarcSource Management Group Company, ceding sl the risk to CarcSource.

In addition to the dual eligible members we serve under the Virginia and lllinois demenstration program, we serve
other dual eligible members enrolled in our Medicare Advantege and stend-alone prescription deug plans. As of
December 31, 2015, we served approximately 440,000 dual eligible members in our Medicare Advantage plans and
approximately 1,070,000 dual eligible members in our stand-alone prescription drug plans.

Individual Commercial Coverage

Our individual health pians are marketed under the HumanaOnc® brand We offer products both on and off of the
public exchange. We offer products on exchanges where we can achieve an affordable cost of care, including HMO
offerings and sclect networks in most matkets Qur off-exchange products are primardiy PPO and POS offerings, including
plans issucd prior to 2014 that were previously underwritien. Policies issued prior to the enactment of the Health Care
Reform Law on March 23, 2010 are grandfathered policies. Grandfathered policies are exempt from most of the
requirements of the Health Care Reform Law, including mandated benefits. However, our grandfathered plans include
provisions that guarantee renewal of coverage for na long a3 the plan is continued and the individusl chooses to renew
Polictes issued between March 23, 2010 and December 31, 2013 are required 1o confonn to she Health Care Reform Law,
including mandated benefits, upon renewal at various transition dates between 2016 and 2017 depending on the state,

Prior to 2014, our HumanaOne® plans primarily were offered as PPO plans where we could generaily undeewrite risk
and wtilize our existing networks snd distribution channels,

Rewards-based wellness programs are included with many individual preducts. We also offer optional benefits such
as dental, vision, life, and s portfolio of financial protcetion products.
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Group Segment Praducts

This segment is comprised of products sold to employer groups including medical and supplementzl benefit plans as
well as health and weliness products as described in the discussion that follows, The following table presents our
premiums end services revenue for the Group segment by product for the year ended December 31, 2015:

Group Percenl of
Segment Consolidated
Premiums and Premiums and
Services Revenue Services Revenue

{dollers in millicas)
External Revenue:

Premiums:
Fully-insured commerciel group $ 5493 102%
Group specialty 1,055 2.0%
Military scrvices 21 —%
Total premiums 6,569 122%
Services 698 1.3%
‘Total premiums and services revenue 3 7,267 13.5%
Intersegment scrvices revenue:
Wellness 3 93 wa
Total intersegment services revenue $ 93

n/a —not appticable
Group Commercial Coverage

Our commercini products sold to employer groups include & broad spectrum of major medical benefits with multiple
it-network coinsurance levels and enncal deductible choices that employers of atl sizes can offer 10 their employees on
cither o fully-insured, through HMO, PPO, or POS plans, or self-funded basis. Our plans integrate clinical programs, plen
designs, communication 1ools, and spending accounts, We participate in the Federal Employee Health Benefits Program,
ot FEHBP, primarily with cur HMO offering in certain markets. FEHBP is the government’s health insurance program for
Federal employees, retirces, former employees, family members, and spouses. As with our individual commercial
products, the employer group offerings include HumanaVitality®, our wellness and loyalty reward program

Our administrative services only, or ASO, products are offcred to employers who self-insure their employes health
plans. We receive fees to provide administrative services which generally include the processing of cleims, offering access
10 our provider networks and clinical programs, and responding to customer service inquiries from members of self-
funded employers. These products may include all of the same benefit and product design characteristics of our fully-
insured HMO, PPO, or POS products described previously. Under ASO contracts, self-funded employers generally retzin
the risk of financing substantially all of the cost of health benefits. However, more than half of our ASO customers
purchase stop loss insurance covernge from us to cover catastrophic claims or to limit aggregate annual costs,

As with individual commercial policies, employcrs can customize their offerings with optional benefits such as
dental, vision, life, and e partfolic of voluntary benefit products

Military Services

Under our TRICARE South Region contract with the United States Department of Defense, or DoD, we provide
sdministrative services to arrange heaith care services for the dependents of active duty military personnel and for retired
military personnel and their dependents, We have participated in the TRICARE progeam since 1996 under contracts with
the DoD. On April 1, 2012, we bepun delivering scrvices under our current TRICARE South Region contract that the
Defense Health Agency, or DHA (formerly known ps the TRICARE Management Activity), awarded to us on February
25, 2011, Under the current contract, we provide administrative services while the fedeml government
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retains all of the risk of the cost of health benefits. Accordingly, we account for revenues under the current contract net of
estimatcd heaith care costs similar to an administrative services fee only agreement.

Wellness

We offer wellness solutions including our Humana Vitality® wellness and loyalty rewards program, health coaching,
and clinical programs. These programs, when offered collectively 10 employer customers as our Total Health product, turn
any standard plan of the employer's choosing into an integrated health and well-being solution that encourapes
participation in these programs.

Our Hurmana Vitality® program provides our members with access 10 a science-based, actuarially driven wellness ond
loyalty progeam that features a wide range of well-being tools and rewards that are customized to an individual’s nesds
and wants A kcy element of the program includes a sophisticated health-behavior-change model supported by an
incentive program.

We also provide employee assisiance programs and coaching services incleding a comprehensive furn-key coaching
program, an cnhancement to a medically based coaching protocol and a platform that mekes coaching programs more
efficient.

Our Healthcare Services Segment Products

The products offered by our Healthcare Services segment ace key to our integrated care delivery model. This segment
is comprised of stand-alone businesses that offer services including pharmacy solutions, provider services, home based
services, clinical programs, and predictive modeling and informatics services to other Humana businesses, as well as
exiernal health plan members, external health plans, and other employers or individuals and are described in the discussion
that follows. Our intersegment revenuc is described in Note 17 to the consolidated financial statements included in Ttem 8.
- Financial Statements end Supplementary Data, The following table presents our services rovenue for the Healthcare
Serviccs segment by line of business for the year ended December 31, 2015;

Perceat of
Healthcare Services Cunsolidated
Segment Premiums and
Services Revenue Services Revenue
(dollars in millions}
Intersegment revenue:
Pharmacy solutions s 20,551 na
Provider services 1,291 nfa
Home based services 875 nfa
Clinical programs 263 na
Total intersegment revenue $ 22,920
External services revenve:
Provider services 5 515 0.9%
Home based services 140 0.3%
Pharmacy solutions 30 0.1%
Total external services revenue $ 685 1.3%

nfa— not applicable
Pharmacy solutlons

Humana Pharmacy Solutions®, or HPS, manages traditional prescription drug coverage for both individuals and
employer groups in addition to providing a broad array of pharmacy solutions. HPS also operates prescription mail order
services for brand, generic, and specialty drups and diabetic supplies through Humana Phannacy, Inc.,, as well as research
services,

10
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Provider services

We operate [ull-service, multi-specinlty medical centers, primarily in Florida, staifed by primary care providers and
medical specialists practicing cardiology, cndocrinology, geriatric medicine, internal medicine, ophthalmology, neurology,
and podiatry.

We also operate Tronscend, a Medical Services Organization, or MSO, that coordinates medical care for Medicare
Advantage beneficiaries primarily in Floridn, Arkansas, Alabama and Kansas, Trenscend provides resources in care
coordination, financial risk management, clinical integration and patient engogement that help physicians improve the
patient experience as well as care oulcomes. Transcend collaborates with physicians, medical groups and integrated
delivery systems (o successiully transition to velue-based care by engaging, parinering and offering practical services and
solutions. Transcend represents a key component of our integrated care delivery model which we belicve is scalable to
new markets. In addition, we own n noncontrolling equity interest in MCCI Holdings, LLC, a privately held MSO
headquartercd in Miami, Florida, that primarily coordinates medical care for Medicare Advantage beneficiaries in Florida,
Texas and Georgia,

Programs 0 enhance the quality of care for members are key clements of our integrated care delivery model. We
believe that technology represents a significant opportunity in health care that positively impacts our members. Qur
I'ranscend Insights business focuses on population health and weliness capabilities across the sector and serves health care
systems, physicians and care teams by leveraging actionable data to help improve patient care, We help care teams and
patients transition from a reactive approach to care to one that proactively promotes health and long-tenm wellness. We
have enhanced ouwr health information technology capabilities cnabling us to create a more complete view of an
individugl's health, designed to connect, cootdinate and simplify heslth care while reducing costs. These capabilities
include our health care analytics engine, which reviews billions of clinical data points on millions of patients each day to
provide members, providers, and payers real-time clinical insights to identify cvidence-based gaps-in-care, drug safety
alerts and other critical health concems to improve outcomes. Additionally, our technology connects Humana and
disparats electronic health record systems to enable the exchange of essential henlth information in real-time to provide
physicians and care icams with & single, comprehensive patient view

On June 1, 20135, we completed the sale of our wholly owned subsidiary, Concentra Inc., or Concentra, that delivered
occupationsl medicine, urgent care, physical therapy, and wellness services to employees and the general public through
its operation of medical centers and worksite medical facilities

Home based services

Via in-home care, t¢lephonic hegith counseling/coaching, and remete menitoring, we are actively involved in the care
management of our customers with the grentest needs Home based services include the operations of Humana At Home,
Inc, of Humana At Home®, As a chronic-care provider of in-home care for seniors, we provide innovative and holistic
care coordination services for individuals living with multiple chronic conditions, individuals with disabilities, fragile and
aging-in-place members and their care givers. We focus our deployment of these services in geographies, such as Florida,
with a high concentration of members living with multiple chronic corditions. The clinical support and care provided by
Humana At Home?® is designed 1o improve health outcomes and result in 8 higher number of days members can spend at
their homes instead of in an acute carc facility. To that end, we have accelernied our process for identifying and reaching
out to members in need of clinical intervention, At December 31, 2015, we enrofled approximately 590,300 members with
complex chronic conditions in the Humana Chronic Care Program, a 40.3% increase compared with approximately
420,700 members at December 31, 2014, reflecting enhanced predictive modeling capebilities and focus on proactive
clinical ouireach and member engngement, particulatly for our Medicare Advantage membership. We believe these
initiatives lead to better health outcomes for our members and lower health care costs.

Clinleal programs
We ure commitied to the integrated physical and mental health of our members. Accordingly, we take a holistic

approach to healthcare, offering care management, behavioral health services and wellness programs.
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Cur carc management programs toke full advantage of the population health, wellness and clinical applications
offered by Transcend Ensights and CareHub, our clinicnf management tool used by providers and care managers across the
company to help our members achieve their best health, to offer various levels of support, matching the intensity of the
support to the needs of members with ongoing health challenges through telephonic and onsite programs These programs
inctude Personal Nurse, chronic condition management, and case mansgement as well a8 programs supporting maternity,
cancer, neonatal inlensive care unit, and transplant services.

In addition, we focus on the behavioral aspects of a members' health such as managing stress and work/life balance.
Humann Behavioral Health {akes a holistic, mind-and-body approach o behavioral healihcare 1o address the whole person,
encouraging faster recovery and improving clinical outcomes while reducing costs for both the member and emplayer

Other Businesscs

Other Businesses primarily includes our closed block of long-terms care insurance policies described below. Tomwl
premiums and services revenuc for our Other Businesses wes $49 million, or 0.1% of consolidated premiums and services
revenue for the year ended December 31, 2015

We have a non-strategic closed block of approximately 31,800 long-term care insurance policies associated with our
scquisition of KMG America Corporation in 2007, Long-term care insurance policies are intended to protect the insured
from the cost of Yong-term care services including those provided by nursing homes, assisted living facilities, and adult
day care as well as home health care services, No new policies have been written since 2005 under this clesed block

Membership
The following table summarizes our total medical membership at December 31, 2015, by market and product:
Retall Segment Group Segment
(in thousands)

tadibduat [T Medicore Stute ll’::‘

Madleer Madicars Aot Indiridual bared anmertial Mithary bt Foromat

Adveaiage  Advontsgt  wows PDP Commerthl  toalrstis Crvwp ASD serviket Iotinemn Totad af Tatal
Flotida 5874 199 208 2884 kRIRY 1684 I8 — - L7703 125%
Texas 256 688 2814 1638 2173 1072 - — 1,054.1 T4%
Georgis 1052 25 1150 2102 = 1553 186 - a 6668 47%
Kentucky [y 561 2038 176 v 1093 1955 — 6522 46%
Ohiv 1058 1556 1435 208 - 463 101 - - 542t %
Califomia 69 01 4207 133 - - - . — 490 15%
1lkincis Bl7 208 1541 na 120 524 950 - 4573 1%
MissourifiKamas 1006 34 2020 147 - 529 94 — - 3870 27%
Tennessee 1398 20 915 %3 - 4140 9 - - M7 25%
Wisconsin 62 101 95.8 L] - B42 01 - - M9 4%
Luouisinna 1472 109 544 6 - 619 7 — -- 7 3%
North Caroling 1294 372 1584 56 — — - - — il ] 3%
Indiana B3 ) 17 1202 121 - 224 172 - — 2637 V9%
Vinginin [LER! 55 £255 82 vE — - - . 2605 18%
Michigan 488 141 1358 194 - 63 o3 - - 2251 16%
Colorado 352 55 23 nr - 248 11 . - 17126 2%
Arzona 518 12 153 84 - 284 12 - -_ 1723 E2%
Mililary services - — - — —_ - 30744 — 107144 21 6%

Others 601 6 667 17107 1209 = 652 144 — 126 26721 18 8%
Totals 2,753 4 4341 43579 1,0577 3737 11783 7107 30744 126 142128 100 0%
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Provider Arrangements

We provide our members with access to health care services through our networks of health care providers whom we
employ or with whom we have contracied, including hospitals and ather independent facilities such as outpetient surgery
centers, primary care providers, specialist physicians, dentists, and providers of ancillary health care services and
facilities These ancillary services and facilitics include laboratories, ambulance services, medical equipment services,
home health agencies, mental health providers, rehabilitation facilities, nursing homes, optical services, and pharmacies.
Qur membership base and the ability 1o influence where our members seck care generally cnable us 1o obtain contractual
discounts with providers

We usc a variety of technigues to provide access to effective and efTicient uge of health care services for our members.
These techniques include the coordination of care for our members, product and berefit designs, hospital inpatient
management sysiems, the use of sophisticated analytics, and enrolling members into various care management programs
The focal point for health care services in many of our HMO networks is the primary care provider who, under contract
with us, provides services to our members, and may contrel utilization of eppropriate services by directing or approving
haspitalization and referrals to specialists and other providers. Some physicians may have arangements under which they
can cam bonuses when certain target goals relating to the provision of quality patient carc are met. We have available care
menagerment programs related to complex chronic corditions such s congestive heart failure and coronary artery disease.
We also heve programs for prenatat and prematurc infant care, asthma celated illness, end stage renal discase, dinbetes,
cancer, and certain other conditions.

We typicalty contract with hospitals on either (1) a per diem rate, which is an all-inclusive rate per day, (2) a case rate
or diognosis-related groups (DRG), which is an all-inclusive rate per edmission, or (3) & discounted charge for inpatient
hospital services. Outpaticnt hospital services generaliy are contracted at a flat rate by type of service, ambulatory
payment ciassifications, or APCs, or ot a discounted charge. APCs are similer 1o fiat rates except multiple services and
procedures may be aggregated into one fixed payment. These contracts arc ofien multi-year agreements, with rates that are
adjusted for inflation annually based on the consumer price index, other nationally recognized inflstion indexcs, or
specific negotiations with the provider. Qutpaticnt surgery centers and other ancillary providers typically are contracted at
fat rates per service provided or arc reimbursed based upon a nationally recopnized fee schedule such as the Medicare
allowable fee schedule.

Our contracts with physicians typically are renewed aulomatically each year, unless either party gives written notice,
genenally ranging from 90 to 120 days, 1o the other party of its intent to terminate the arrangement. Most of the physicians
in our PPO networks and some of our physicians in our HMO networks are reimbursed based upon a fixed fee schedule,
which typically provides for teimbursement based upon a percentage of the standard Medicare allowable fee schedule.

The terms of our contracts with hospitals and physicians may also vary between Medicare and commerciai business,
A significant portion of our Medicare network contracts, including those with both hospitals and physicians, are tied to
Medicare reimbursement levels and methodologies.

Automatic reductions to the federal budget, known as sequestration, took effect on April 1, 2013, including aggregate
reductions to Medicare payments to providers of up to 2% per fiscal year. Due to the uncertainty around the application of
these reductions, there can be no essurances that we can completely offset any reductions to the Medicare healthcare
programs. See “Legal Procecdings and Certain Regulatory Matters” in Note 16 to the consolidated financial stalements
included in ltem 8 - Financial Statements and Supplementary Data.

Capitation

We offer providers a continuum of epportunities to increase the integration of care and offer assistance to providers in
transitioning from & fee-for-service to a value-based arrangement. These include performance bonuses, shared savings and
shared risk relationships. For some of our medical membership, we share risk with providers under capitation contracts
where physicians and hospitals accept varying levels of financial risk for a defined set ol membership, primarily HMO
membership. Under the typical capitation arrangement, we prepay thesc providers a monthly fixed-fee per
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member, known as 8 capitation (per capita) payment, to cover all or a defined portion of the benefits provided to the
capitated member,

We believe these risk-based medels represent a key element of our integrated care delivery modet at the core of our
strategy. Our health plan subsidiaries may cnter into these risk-based contracts with third party providers or our owned
provider subsidiaries.

Al December 31, 2015, approximately 1,100,000 members, or 7.7% of our medicat membership, were covered under
risk-based contracts, including 863,000 individual Medicare Advantege members, or 31.3% of our totel individual
Medicare Advantage membership.

Physicians under capilation arrangements typically have stop loss coverape so that a physicien's financial risk for any
single member is limited to n maximum amount on on ennual basis. We typically process ol) claims and monitor the
financial performance and solvency of our capitated providers. However, we delegated claim processing functions under
capitation arrangements covering approximately 196,600 HMO members, including 172,000 individual Medicare
Advantoge members, or 19.9% of the 863,000 individual Medicare Advantape members covered under risk-based
contracts at December 31, 2015, with the provider assuming substantially all the risk of coordinating the members' health
care benefits. Capitation expense under delegated arrangements for which we have 2 limited view of the underlying claims
experience was approximately $768 million, or 1.7% of total benefits expense, for the year ended December 31, 2015 We
remain financially responsible for health care services to our members in the event our providers fail to provide such
services.

Accreditation Assessment

Our accreditation asscssment program consists of everal internal progeams, including those that credential groviders
and those designed to meet the audit standards of ederal and state agencies as well as extemal accreditation standards. We
also offer quality and outcome measurement and improvement programs such as the Health Care Effectivencss Data and
Information Sets, or HEDIS, which is used by employers, govemment purchasers and the National Committee for Quality
Assurance, or NCQA, 1o evaluate health plans based on various criteria, including effectiveness of care and member
satisfaction.

Providers participating in our networks roust satisfy specific criteria, including licensing, patient access, oflice
standards, after-hours coverage, and other factors. Most participating hospitala also meet accreditation criteria established
by CMS and/or the Joint Commission on Accreditation of Healthcare Orpanizations.

Recredentialing of participating providers occurs every iwo to three years, depending on applicable state laws
Recredentialing of participating providers includes verification of their medical licenses, review of their malpractice
liabitity claims histories, review of their board centifications, if applicable, and review of applicable quality information, A
comimittec, composed of a peer group of providers, reviews the applications of providers being considered for
credentialing and recredentizling,

We request accreditation for certain of our health plens andfor departments from NCQA, the Accreditation
Association for Ambulatory Health Care, ond URAC, Accreditation or external review by an approved organization is
mandatory in the states of Florida and Kansas for licensure as an HMO, Additionally, all products sold on the federal and
state marketplaces are required to be accredited. Certain commercial busincsses, like those impacted by a third-party lubor
agreement of those where a request is made by the employer, may require or prefer accredited health plans.

NCQA rcviews our compliance based on standards for quality improvement, credentialing, utilization menagement,
member connections, end member rights and responsibilities. We have echieved and maintained NCQA accreditation in
most of our commercial, Medicare and Medicaid HMO/POS markets with enough history and membership, and for many
of our PPO markets.
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Sales and Marketing

We use various methods to market our products, including television, radio, the Intemet, telemarketing, and direct
maitings

At December 31, 2015, we employed approximately 1,600 sales representatives, as well es approximately 1,400
telemarketing representatives who assisted in the macketing of Medicare and individual commercial health insurance and
specialty products in our Retnil sepment, including making appointments for sales representatives with prospective
members. We have o macketing arrangement with Wat-Mart Stores, Inc., or Wal-Mact, for our individual Medicare stand-
alone PDP offcring. We also sell group Medicare Advantage products through large employers. In addition, we market our
Medicare and individual commercial health insurance and specialty products through ficensed independent brokers and
agents. For our Medicare products, comissions paid to employed sales representatives and independent brokers and
agents are based on a per unit commission structure, regulated in structure and amount by CMS For our individual
commercial heglth insurance and specialty products, we generally pay brokers o commission based on premiums, with
commissions varying by maskes and premium volume, In addition to a commission based directly on premium votuime for
sales to particular customers, we also have programs thet pay brokers and agents bascd on other metrics. These include
commission bonuses based on sales that attain certain levels or involve particular products. We also pay additional
commissions based on aggregete volumes of sales involving multiple customers.

In our Group segment, individuals may become members of our commercial HMOs and PPOs through their
employers or other groups, which typically offer employees or members a selection of health insutance products, pay for
all or part of the premiums, and make payroll deductions for any premiums payable by the employees. We attempt to
become an employer's or group’s exclusive source of health insurance benefits by offering a varicty of HMO, PPO, and
specialty products that provide cost-effective quality health care coverage consistent with the needs and cxpectations of
their employees or members, In addition, we have begun to offer plens to employcr groups through private exchanges.
Employers can give their employces a set amount of money and then direct them to a private exchange. There, employces
can shop for a health plan and other benefits based on what the cmployer has selected as options, We use licenscd
independent brokers, independent agents, and employees to sell our group products. Many of our larger employer group
customers are represented by insurance brokers and consulients who assist these groups in the design and purchase of
heaith cure products. We pay brokers and agents using the same commission structure described above for our individual
commereial health insurance and specialty products.

Underwriting

Beginning in 2014, the Health Care Reform Law requires all individual and centain group health plans to guarantee
issuance and renew coverage without pre-existing condition exclusions or health-status rating adjustments. Accordingly,
newly issued individual and certain group health plans are not subject to underwriting in 2014 and beyond Further,
underwriting techniques are not employed in connection with our Medicare, military services, or Medicaid products
because government regulations require us to accept all etigible applicants regardiesa of their health or prior medical
histery.

Prior to 2014, through the use of intemally developed underwriting criterin, we determined the risk we were willing to
assume and the amount of premium to charge for our commercial products. In most instances, employer and other groups
had to meet our underwriting standards in order to qualify to coniract with us for coverage

Competition

The health benefits industry is highly competitive. Our competitors vary by local market and include other managed
care companies, national insurance companies, and other HMOs and PPOs. Many of our competitors have a larger
membership base and/or greater financial resources than our health pians in the markets in which we compete. Our ability
1o sell our products and to rctain cusiomers may be influenced by such factors as those described in llem LA, ~ Risk
Factors in this 2015 Form 10-K.
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Government Regulation

Diverse legisiative ond regulatory initiatives at both the federal ond state levels continue to affect aspects of the
nation’s health care system,

Our management works proactively to ensure compliance with all govemmental laws and regulations affecting our
business. We are unable to predict how existing federal or state laws and regulations may be changed or interpreted, what
ndditional laws or regulations affecting our businesses may be enacted or proposed, when and which of the proposed laws
will be adopted or what effect any such new laws and regulations will have on our results of operations, financial position,
or cash flows

For a description of cettain material current activities in the federal and state |cgislative areas, see llem 1A, - Risk
Factors in this 2015 Form 10-K.

Certain Other Services
Captive insurance Company

We bear gencral buginess risks associated with operating our Company such as professional and general liability,
cmployee workers’ compensation, and officer and director errors and omissions risks. Professional and general liability
risks may include, for example, medicat malpractice claims and disputes with members regarding benefit coverage. We
retain certain of these risks through our wholly-owned, captive insurance subsidiary. We reduce exposure to these risks by
insuring levels of coverage for losses in excess of our retained limits with a number of third-parly insurance companies.
We remzin liable in the event these insurance companics are unable to pay their portion of the losses.

Centralized Management Services

We provide centralized management services to each of our health plans end 1o our business segments from our
headquarters and service centers. These services include menagement information sysiems, product development and
administration, finance, human resources, occounting, law, public relations, markcling, insurance, purchasing, risk
management, intemal audit, acwarial, underwriting, claims processing, billing/enroliment, and customer service. Through
intercompany service agreements approved, if required, by state regulatory authorities, Humana Inc,, our parent company,
charges a management fee for reimbursement of certain centralized services provided to its subsidiaries.

Employees

As of December 31, 2015, we had approximately 50,100 employecs and approximately 1,600 additional medical
professionals working under management agreements primarily between us and affiliated physician-owned associations,
We belicve we have good relations with our employees and have not experienced any work stoppapes.
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1TEM 1A, RISK FACTORS
Rishs Relating to the Merger with Aetaa

The merger with Aeina is subject to varlous closing conditions, including governmenial and regulaiory approvals
ay wefl as other uncertalniles and there can be no assurances as io whether and when il may be completed,

On July 2, 20185, we cntered into an Agreement and Plan of Merger (which we refer to as the “Merger Agreement™),
with Aetna En. (or “Actna"), Bcho Merger Sub, Inc, {or “Sub 1") and Echo Merger Sub, LLC (or “Sub 2"), each a wholly
owned subsidiary of Astna. Under the terms and subject to the conditions set forth in the Merger Agreement, Sub | will
merge with and into us (the “Merger™). In the Merger, each outstanding share of our common stock will be converted into
the sight to receive (i} 0.8375 of a share of Aetna common stock and (ii) $125 in cash without interest, subject 1o any
required withholding taxes. immediately after the Merger, we (as the surviving corporation in the Merger) will be merged
with ond into Sub 2, with Sub 2 remaining as the sutviving entity of that merger and as o wholly owned subsidiary of
Aetna, to be renamed Humana LLC. The Merger is expected to close in the second half of 2016.

On October 19, 2015, at separate meetings, our stockholders approved the adoption of the Merger Agreement, and
Attnn's shereholders approved the issuance of Aetna comman stock in the Merger Consummation of the Merger remains
subject to other customary closing conditions, however, 2 number of which are net within our or Acta’s control, and it is
possible that such conditions may prevent, defay or otherwise materially adversely affect the completion of the Merger
These conditions include, among other things, (i) the expiration or termination of the applicable waiting period under the
Hart-Scott-Redino Antitrust Improvements Act of 1976, as amended, and the receipt of necessary approvals under state
insurance and healthcare laws and regulations and pursuant to certain licenses of certain of Humana's subsidries, (ii) the
absence of legal restraints and prohibitions on the consummatien of the Merger, (iii) listing of the Actna common stock 1o
be issued in the Merger on the New York Stock Exchange, (iv) subject to the relevant standards set ferth in the Merger
Agreement, the accuracy of the representations and warranties made by each party, (v) material compliance by each party
with its covenants in the Merger Agreement, and (vi) no “Company Material Adverse Effect” with respect to us and no
“Parent Material Adverse Effect” with respect to Actna, in each case since the execution of and as defined in the Merger
Agreement. Tn addition, Aetna's obligation to consummate the Merger is subject to (a) the condition that the required
regulatory approvals do not impose any condition that, individually or in the aggregate, would reasonably be expected to
have a “Regulatory Matcrial Adverse Effect” (as such term is defined in the Merger Agreement), and (b) CMS has not
imposed any sanctions with respect te our Medicare Advantage business that, individually or in the aggregate, is or would
reasonably be expected 1o be material and adverse 10 us and its subsidiaries, taken ns a whole. We cannot predict with
certainty whether and when any of the required closing conditions will be satisfied or if another uncenainty may arise

If the Merger does not receive, or timely receive, the requircd regulatory approvals and clearances, or if any
regulatory agencies impose cerain conditions relating 1o the required regulatory approvals that would reasonably be
expected to have a "Regulalory Material Adverse Effect”, or if an event occurs that delays or prevents the Merger, such
failure or delay to complete the Mecrger may cause uncertainty or other negative consequences that may materially and
sdversely affect our results of operations, financial position, cash flows snd the price per share for our common stock.

The Merger Agreement prohibits us from pursulng alternative transactlons io the Merger.

Following the receipt of approval by our stockholders and Aetna's shareholders (with respect to the Aetna stock to be
issued in the transaction) on October 19, 2015, the Merger Agreement is binding on the parties, subject to customary
closing conditions. The Merger Agreement prohibits us from initiating, soliciting, knowingly encouraging, knowingly
facilitating or entering into discussions or negotiations with any third party regarding aliemative acquisition proposals,
This provision prevents us from affirmatively seeking offers from other possible acquirers that may be supcrior to the
pending Merger. We do not have the ability to terminate the Merger Agreement in order to accept a superior proposal
since our stockholders have voted to approve the adoption of the Merger Agrcement,
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The number of shares of Aeinn common stock that our stockholders will recelve in the Merger Is based on a fixed
exchange rotio. Because the market price of Aetna’s common stock will fluctuate, our stockholders cannot be certaln
of the value of the porilon of the merger consideration to be pald in Aetna common stock.

Upon completion of the Merger, cach outstanding share of our common stock will be converted info the right 1o
receive (i} 0.8375 of a share of Aetna common stock and (ii) $(25 in cash without interest, subject 1o any required
withholding taxes. The exchange ratio for determining the number of shares of Actna common stock that our stockholders
will receive in the Merger is fixed and will not be adjusted for changes in the market price of Aetna's common stock,
which will likely fluctuate before and after the completion of the Merger Fluctuations in the vatue of Aetna’s common
stock could result from changes in the business, opurations or prospects of Aetna prior 1o or following the clasing of the
Merger, repulatory considerations, general market and economic conditions and other factors both within and beyond the
contro] of us oc Aetna.

While the Merger is pending, we are subject to business uncertainties and contractual restrictions that could
materially adversely affect our results of operations, financial position and cash flows or result in a loss of employees,
customers, members or suppllers.

The Merger Agreement includes restrictions on the conduct of our business prior to the completion or tertination of
the Merger, generally requiring us to conduct our business in the ordinery course ond subjecting us 1o a variety of
specified limitations absent Actna’s prior writicn consent. We may find that these and other contractugl restrictions in the
Merger Agreement may delay or prevent us from responding, or limit our ability to respand, effectively to competitive
pressures, industry developments and future business opportunities that may arise during such period, even if our
management believes they may be advisable. The pendency of the Merger may also divert management’s attention and
our rcsources from ongoing business and operations.

Our employees, customers, members and supplicrs may experience uncertainties about the effects of the Merger, In
connection with the pending Merger, it is possible that some customers, members, suppliers and other partics with whom
we have a business relationship may delay or defer certain business decisions or might decide to seek 10 terminate, change
or renegotiate their relationship with us as a result of the Merger. Similarly, current and prospective employces may
experience uncertainty about their future roles with us following completion of the Merger, which may materially
adversely affect our ability 1o attract and retain key employees. If any of these effects were to oceur, it could materially
and adversely impact our results of operations, financial position, cash flows and the price per share for our common
stock.

Fallure to consummate the Merger could negatlvely impact our results of operatlons, financlal positon, cash flows
and the price per share for our common stock.

If the Merger is not consurmmated, our ongoing businesses may be materially and adversely affected and, we will not
have realized any of the potential benefits of having consummated the transaction, and we will be subject to a number of
risks, including the following:

=  matters refating to the Merger (including intcgration planning) may require subsiantial commitments of time and
resources by our management, which could otherwise have becn devoted to other opportunitics that may have
been beneficial to us,

+  the Merger Agreement includes restrictions on the conduct of our business prior to the completion or termination
of the Merger, generally requiring us to conduct our business in the ordinary course and subjecting us to a variety
of specified limitations abscnt Aetna's prior written consent. We may find that these and other contractual
restrictions in the Merger Agreement may delay or prevent us from rcsponding, or Jimit our ability to respond,
cffectively to competitive pressures, industry developments and future business opportunities that may orise
during such period, cven if our management believes thcy may be advisable. The pendency of the Merger may
also divert management’s attention and our resources from ongeing business and operations;

*  we may be required to puy a lennination fie to Aetna and would have incurred expenses relating to the Merger,
and
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* we also could be subject to litigation related to our failure to consummate the Merger or to perform our
obligations under the Mcrger Agreement.

If the Merger is not consummated, these risks may materielly and adversely affect our results of operations, financtal
pasition, cash flows and the price per share for our commaon stack,

Risks Relating to Our Business

If we da not design and price our proiucts properly and competitively, if the premiums we charge are insufficlent
to cover the cosi of health care services delfvered to our members, if we are unable to implement clinical initiatives to
provide a better lrealth care experience for our members, lower costs and appropriately dociment the risk proflle of our
members, or If our estimates of benefis expense are inadeyuaie, our profitability may be materially adversely affected.
We estimate the costs of our beneflis expense payments, and deslgn and price our products accordingly, using aciuarial
methods and assumptlons based upon, among other relevant fuctors, clainm paymient patterns, medical cost inflation,
and historical developments such as clalm inventory levels and cleim receipt patierns. We continually review these
estimates, however these estimaies Invoive extensive judgment, and kave considerable inherent variablilty because they
are exiremely sensitive to changes in claim payment patterns and medical cost trends. Any reserve, Including a
premium deficiency reserve, may be insufjicient.

We use a substantial portion of our revenues to pay the costs of health care services delivered to our members. These
costs include claims payments, capitation payments 10 providers (predetermined amounts paid 10 cover services), and
various other costs incurred to provide health insucance covernge to our members. These costs also inciude estimates of
future payments to hospitals and others for medical cure provided to our members Generally, premiums in the health care
business ere fixed for one-year periods. Accordingly, costs we incur in excess of our benefit cost projections penerally are
not recovered in the contract ycar throogh higher premiums We estimate the costs of our future benefit claims and other
expenses using actuarial metheds and assumptions based upon claim payment patterns, medica! inflation, historical
developments, including claim inventory levels and claim receipt patterns, and other relevant factors. We also record
benefits payable for future payments We continually review estimates of future payments relating to bencfit claims costs
for services incurred in the current and prior periods and make necessary adjustments to our reserves, including premium
deficiency reserves where appropriate. However, these estimales involve extensive judgment, and have considerable
inherent variability thet is sensitive to claim payment patterns and medical cost trends. Many factors may and often da
cause aclual health care costs to exceed what was estimated and used to set our premiums. These faclors may include:

«  increased usc of medical facilities and services,

*  increased cost of such services;

* increased use or cost of prescription drugs, including specialty prescription drugs;
+ the introduction of new or costly treatments, including new technologics;

«  our membership mix;

*  variances in actual versus estimated levels of cost associated with new products, benefits or fines of business,
product changes or benefit level changes;

+ changes in the demographic characteristica of an account or market;

*  changes or reductions of our utilization management functions such as preauthorization of services, concurrent
review or requirements for physician referrals,

+  changes in our pharmacy volume rebates received from deug manufacturers;

+ catastrophes, including acta of terrorism, public health epidemics, or severe weather (e g. hurricanes end
carthquakes);

+  medical cost inflation; and

+ govermnment mandated benefits or other repulatory changes, including any that result from the Health Care
Reform Law,
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Key to our operational strategy is the implementation of clinteal initiatives that we believe provide a betier health care
experience for our members, lower the cost of healthcare services delivered 10 our members, and appropriately document
the risk profile of our members. Our profitability and competitiveness depend in large part on our ability to eppropriately
manage health care costs through, among other things, the application of medical management programs such as our
chronic care management program.

In addition, we also cstimate costs associated with long-duration insurance policies including long-term carc, life
insurance, annuities, and certain health and other supplemental insurance policies sold to individuals for which some of
the premium reccived in the earliet years is intended to pay anticipated benefits to be incurred in futurce years. At policy
issuance, these future policy bencfit reserves are recognized on a net level premium method based on interest rates,
mortality, morbidity, ond maintenance expense assumptions. Because these policies have long-ierm claim payout periods,
there is & greater risk of significant variability in cleims costs, either positive or negative Our actual claims experience
will emerge many years afler assumptions have been eswblished. The risk of a deviation of the actual interest, morbidity,
moriality, and maintenance expense assumptions (rom those assumed in our reserves are particularly significant to our
closed block of long-term carc insurance policies. We monitor the loss experience of these long-term care insurance
policies, and, when necessary, apply for premium raie increases through a regulatory filing and approval process in the
jurisdictions in which such products werc sold, However, to the extent premium rale increases or loss experience vary
from the assumptions we have locked in, additional future ndjustments 1o reserves could be required

While we proactively ttempt to effectivcly manage our operating expenses, increases or decreases in staff-related
expenses, additional investment in new products {including our opportunities in the Medicare programs, siate-based
contracts, participation in health insurance exchanges, and expansion of clinical capubilities as part of our integrated care
delivery model), invesiments in health and well-being product offerings, acquisitions, new taxes and assessments
(including the non-deductible health insurance industry fiee ond other asscssments under the Heelth Care Reform Law),
and implementation of regulatory requirements may increase our operating cxpenses,

Failure to adequately price our products or estimate sufficient benefits payable or future policy benefits payable, or
cifectively manage out operaling expenses, may result in a material adverse effect on our results of operations, financial
position, and cash {lows

We are in a highly competitive industry. Some of our competitors are more established in the health care industry in
terms of o larger market share and have greater financial resources than we do in some markets, [n addition, other
companies may cnter our markets in the future, including emerging competitors in the Medicare program or competitors in
the delivery of health carc services We may also face increased competition due to panticipation by other insurers in the
health insurance exchanges implemented under the Health Care Reform Law, We believe that baiers to entry in our
markets are not substantial, so the addition of new competitors can occur relatively easily, and customers enjoy significant
flexibility in moving between competitors. Contracts for the sale of commercinl products are generally bid upon or
rencwed annually. While health plans compete on the basis of many factors, including service and the quality and depth of
provider networks, we expect that price will continue to be a significant basis of competition. In addition to the challenge
of controlling health care costs, we face intense competitive pressure to contain premium prices. Factors such as business
consolidations, strategic alliances, lepislutive reform, and marketing practices create pressure to contain premium price
increases, despite being faced with increasing medical costs

The poficies and decisions of the federal and state governments regarding the Medicare, military, Medicaid and health
insurance cxchange programs in which we participate have a substantial impact on our profitebility. These governmental
policies and decisions, which we cannot predict with certainty, directly shape the premiums or other revenucs to us under
the programs, the eligibility and enrollment of our members, the services we provide to our members, and our
sdministrative, health carc services, and other costs associated with these programs. Legislative or regulatory actions, such
8 those resulting in o reduction in premium paytments to us, an increase in our cost of administrative and heaith care
services, or additional fees, taxes or assessments, may have a material adverse cffect on our results of operations, financial
position, and cash flows,
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Premium increases, introduction of new product designs, and our relationships with our providers in various markets,
among other issues, could also affect our membership levels, Other actions that could affect membership levels include
our possible cxit from or entrance into Medicare or commercial markets, or the temmination of a large contract.

If we da tot compete effectively in our markets, if we sct rates too high or too low in highly competitive markets to
keep or increase our market share, il membership does not increase as we cxpect, if membership declines, or if we lose
membership with favorable medical cost experience while retaining or increasing membership with unfavorable medical
cosl expericnee, our results of operations, financial position, and cash Nows may be materially adversely affected.

If we fall to effectively implemeni our operational and stratelc initlatives, Including our Medieare Inltiatives, our
state-based contracts strafegy, and our participation in the new health Insurance exchanges, our business may be
maserially adversely affected, which Is of particulor importance glven the concentration of our revenues in these
products.

Our future performance depends in lazge parl upon our ability to execute our strategy, including epportunities created
by the expansion of our Medicare programs, the successful implementation of our integrated care delivery madel, our
steafegy with respect to stete-bused contracts, including those covering members dunlly eligible for the Medicare and
Medicaid programs, end our pacticipation in health insurance exchanges.

We have madc substantial investments in the Medicare program to enhonce our ability to participate in these
programs. We have increased the size of our Medicare geographic reach through expanded Medicare product offerings.
We offer both stand-alone Medicare prescription drug coverage and Medicare Advantage health plans with prescription
drug coverage in addition to our other product offerings. We offer 8 Medicare prescription drug plan in 50 states as well as
Puerto Rico dand the District of Columbia. The prowth of our Medicare products is an important part of our business
strategy. Any failure to achicve this growth may have a material adverse effect on our resuits of operations, financial
position, or cash flows. In addition, the expansion of our Medicare products in relation to our other businesses may
inlensify the risks to us inhcrent in Medicare products. There is significant concentration of our revenues in Medicare
products, with approximately 72% of our total premiums and services revenue for the year ended Deccmber 31, 2015
generated from owr Medicare products, including 14% derived from our individual Medicare Advaniage contracts with
CMS in Florida. These expansion efforts maey result in less diversification of our revenue stream and increased risks
associated with operating in a highly regulated industry, as discussed further below

The recently implemented Health Care Reform Law crealed a federal Medicare-Medicaid Coordination Office to
serve dual eligibles. This Medicare-Medicaid Coordination Office hes initiated a series of staic demonstration projects to
experiment with benter coordination of care between Medicare and Medicaid Depending upon the results of those
demonstration projects, CMS may change thc way in which dual eligibles are serviced. If we ore unable to implement our
strategic initiatives 1o address the dual eligibles opportunity, including our participation in state-based contracts, or if our
initiatives are not successful at atiracting or retaining dual eligible members, our business may be materially adversely
affected.

Additionally, our strategy includes the growth of our commercial products, including participation in certain health
insurance exchanges, introduction of new products and benefit designs, including HumanzVitality and other wellness
products, growth of our specialty products such as dental, vision and other supplemental products, the adoption of new
techniologies, development of adjacent businesses, and the integration of acquired businesses and contrzcts

There can be no assurance that we will be able to successfuily implement our operational and strategic initiatives,
including implementing our integrated care delivery model, that are intended to position us (or future growth or that the
products we design will be accepted or adopled in the time periods assumed. Failure to implement this strategy may result
in a material adverse effect on our results of operations, financial position, and cash flows.
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If we fail io properly maintain the integrity of our data, fo strategically implement new information systems, or to
protect our proprietary rights to our systems, our business may be materially adversely affecied.

Our business depends significantly on effective information systems and the integrity and timeliness of the data we
use to run our business. Our buginess strategy involves providing members and providers with easy to use products that
leverage our information to meet their needs. Our ability to edequately price our products and services, provide effective
and efficient service to our customers, and to timcly and accurately report our financial results depends significantly on the
integrity of the data in our information systems. As a result of our past and on-going acquisition activitics, we have
acquired additional information systems We have reduced the number of systems we operate, have upgraded and
cxpanded our information systems capabilities, and are pradually migrating existing business to fewer systems. Qur
information systems requirc ab ongoing commitment of significant resources to maintain, protect, and enhance existing
systems and develop new systems to keep pace with continuing changes in information processing technolegy, evolving
industry and wcgulatory standards, and changing customer preferences, If the informetion we rely vpon to run our
businesses was found to be inaccurate or unreliable or if we fail to maintain effectively our information systems and data
integrity, we could have operational disruptions, have problems in determining medical cost estimates and establishing
approptiate pricing, have customer and physician and other health care provider disputes, have regulatory or other legal
problems, have increascs in operating expenses, losc existing customers, have difficulty in attracting new customers, or
suffer other adverse conscquences.

We depend on independent third parties [or significant portions of our systems-related support, equipment, facilities,
and certain data, including data center operations, data network, voice communication services and phammacy data
processing. This dependence makes our operations vulnerable to such third parties' failure to perform adequately under the
contract, due 1o internal or cxtemnat factors. A change in service providers could result in a decline in service quality and
effectiveness or less favorable contract terms which may adversely affect our operating results.

We rely on our agreements with customers, confidentiality agreements with employees, and our trade secrets and
copyrights to protect our proprietary rights. These legal protections and precautions may not prevent misappropriation of
our proprietary information, In addition, substantia! litigation regarding intellectual property rights exists in the software
industry, including litigation invelving end users of software products. We expect software products to be increasingly
subject to third-party infringement claims as the number of products and competitors in this arca grows,

‘There can be ne assurance that our information technology, or IT, process will successfully improve existing systems,
devclop new sysiems 1o suppert our expanding operations, integrate new sysiems, prolect our proprictary information,
defend against cybersecurity attacks, or improve service Jevels. In addition, there can be no ussurance that additional
systems issues will not arise in the future, Failure to adequately protect and maintain the integrity of our information
systems and dala, or to defend against cybersecurity attacks, may result in & material adverse effect on our results of
opurations, financial position, and cash flows,

If we are unable to defend our information technology securlty systems against cybersecurily attacks or prevent
other privacy or data securlty inclidents that resitlt in securlty breaches thai disrupt our operatlons or in the anintended
dissernination of sensitive personal information or proprietary or confidential information, we could be exposed to
significant regulatory fines or penaltles, Rability or reputational damage, or experience a material adverse effect on our
resully of operations, financial position, and cash flows.

In the ordinary course of our business, we process, store and transmit large amounts of data, including sensitive
personal information as well as proprietary or confidentia! information relating to our busincss or a third-party. A
cybersecucity attack may penetrate our laycred security controls and misappropriate or compromise sensitive personal
information or proprietary or confidential information or that of thind-parties, create system disruptions, cause shutdowns,
ot deploy vimscs, worms, and other malicious software programs that atiack our systems. A cybersecurity attack that
bypasses our 1T security systems successfully could materially affect us due to the theft, destruction, loss,
misappropriation or release of confidential data or inteilectual property, operational or business delays resulting from the
disruption of our [T systems, or negative publicity resulting in reputation or brand damage with our members, customers,
providers, and other stakeholders,
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The costs to eliminate or address cybersecurity threats and vulnerabilities before or afler an incident could be
substantial. Our remediation efforts may not be successful and could result in interruptions, delays, or cessatien of service,
and loss of existing or potential members. In addition, breaches of our security measures and the unauthorized
dissemination of sensitive personal information or proprictary or confidential information about us or our members or
other third-parties, could expose our members® private information and result in the risk of financial or medical identity
theft, or expose us or other third-parties to a risk of loss or misuse of this information, result in significont regulatory fines
or penaities, litigation and potential lisbility for us, domage our brand end reputation, or otherwise harm our business

Our business may be materlally adversely impacted by the adoption of a new coding set for dlagnoses.

Federal regulations related to the Health Insurance Portability and Accountability Act of 1996, as amended (HIPAA),
contain minimum standards for electronic transactions and code sets, and for the privacy and security of protected health
information. On October 1, 2015, ICD-10, the current sysicm of assigning codes fo diagnoses and procedures associated
with hospital utilization in the United States, replaced the prior set of codes. For dates of service on or after October 1,
2013, health plans and providers are required to use 1CD-10 codes for such diagnoses and procedures. While we prepared
for the transition to ICD-10, if unforeseen circumstances arise, it is possible that we could be exposed to investigations and
allegations of noncompliance, which could have a material adverse ciTect on our results of operations, financial position
and cash Nows. In addition, if some providers continue to uge ICD-9 codes on claims after October 1, 2015, including
providers in our network who are employees, we will have to reject such cleims, which may fead to claim resubmissions,
increased call volume and provider and customer dissatisfaction. Further, providers may use ICD-10 codes dilferently than
they used ICD-9 codes in the past, which could result in increased cleim submissions or lost revenues under risk
adjustment. During Lhe transition to ICD-10, certain claims processing and payment infermation we have historically used
10 establish our reserves may not be reliable or available in a timely manner, If we do not adequately implement the new
[CD-10 coding sct, or if providers in our network do not adequately transition to the new 1CD-10 coding set, our results of
operations, financial position and cash flows may be materially adversely afTected.

We are Involved in various legal actlons ond governmental and internal Investigations, any of which, If resolved
unfavorably to us, conld resull In substantial monetary damages or changes In our businesy practices, Increased
Htipntion and negative publiclty could incrense our cost of doing business,

We are or may become a party to a veriety of logal actions that affect our business, including breach of contract
actions, employment and employment discrimination-related suits, cmployee benefit claims, stockholder suits and other
sccurities laws claims, and tort claims.

In addition, because of the nature of the health care business, we are subject to o varicty of legal actions relating to our
business operations, including the design, management, and offering of products and services, These include and could
include in the future:

+ claims relating to the methodologies for calculating premiums;

« claims relating to the denial of health care benefit payments,

*  ¢laims relating to the denial or rescission of insurance coverape,

+ chalienges to the use of some software products used in administering claims;
»  ¢laims relating to our admmistration of our Medicare Part D offerings;

+  medical malpractice actions based on our medical necessity decisions or brought against us on the theory that
we are liable for providers' alleged melpractice;

» claimg arising from any adverse medical consequences resulting from our recommendations about the
appropriaieness of providers’ propesed medical treatment plans for patients,

*  alfegations of anti-competitive and unfair business activities;
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*  provider disputes over compensation or non-acceptance or fermination of provider contracls or provider
contract disputes relating to rate adjustments resulting from the Belance Budget and Emergency Deficit
Control Act of 1985, ns amended (commonly referred to as “sequestration™);

= dispules related to ASO business, including actions alleging claim administration errors;

= qui tam litigation brought by individuals who seck 1o suc on behalf of the government, alleging that we, as a
govemment contracior, submitted falsc claims to the government including, among other altegutions, resulling
from coding and review practices under the Medicare risk-adjustment model,

»  claimg related to the failure to disclose some business practices;
* claims relating to cusiomer audits and contract performance;
«  claims relating to dispensing of drugs associated with our in-house mail-order pharmacy; and

»  professional liability claims erising out of the defivery of healthcarc and related services to the public.

In some cases, substantial non-economic or punitive damages as well as treble damages under the federal False
Claims Act, Racketeer Influenced and Corrupt Organizations Act and other statutes may be sought.

While we currently heve insurance coverage for some of these potential liabilities, other potential liabilities may not
be covered by insurance, insurers may dispute coverage, or the amount of our insurance may not be cnough 10 cover the
damoges awarded. In addition, some types of damages, like punitive damages, may not be covered by insurance, In some
jurisdictions, coverage of punitive domages is prohibited. Insurance coverage for all or some forms of liability may
become unavailable or prohibitively cxpensive in the future,

The health benefits industry continues to receive significant negative publicity reflecting the public perception of the
industry. This publicity and perception have been accompanied by increased litipation, including some large jury awards,
legislative activity, regulation, and govemmental review of industry practices. These factors may materially adversely
affect our ability to market our products or services, may require us lo change our products or services or otherwise
change our business practices, may increase the regulatory burdens under which we opernte, and may require us to pay
large judgments or fines. Any combination of these factors could fusther increase our cost of doing business and advetsely
affect our results of operations, financial position, and cash flows,

See "Legal Proceedings and Certain Regulatory Matters® in Note 16 to the consalidated financial statements included
in {tem 8. - Financial Statements and Supplementary Data. We cannot predict the outcome of these matters with certainty.

As a government coniractor, we are exposed (o risks that may materlally adversely affect our business or our
willingness or abiilty to participate In government health care programs.

A significant portion of our revenues relates to federal and state government health care coverage programs, including
the Medicare, military, and Medicaid programs. These programs accounted for approximately 73% of our total premiums
and services revenue for the year ended December 31, 2015 These programs involve various risks, a3 described further
below

» At December 31, 2015, under our conimcts with CMS we provided health insurance coverage to epproximately
587,400 individual Medicare Advantage members in Florida. These contracts accounted for approximately
14% of our tolal premiums and services revenue for the year ended Decomber 31, 2005, The loss of these and
other CMS contracts or significant changes in the Medicare program &3 a result of legislative or regulatory
action, including reductions in premium payments to us or increases in member benefits without corresponding
increases in premium payments to us, may have a material adverse cffect on our results of operations, financial
position, and cash flows.

* At December 31, 2015, our military services business primarily consisted of the TRICARE South Region
contract which covers approximately 3,074,400 beneficiaries For the year ended December 31, 2015,
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premiums and services revenue associated with the TRICARE South Region contract accounted for
approximately 1% of our total premiums and services revenue. On April 1, 2012, we began delivering services
under the current TRICARE South Region contract that the Defense Health Agency, or DHA (formerly known
as the TRICARE Management Activity), awarded to us on February 25, 2011. The cumrent 5-year South
Region contract, which expires March 31, 2017, is subject to annual renewals on April § of cach year during its
term a1 the government’s option. On January 22, 2016, we received notice from the DHA of its intent 1o
exercise its option lo extend the TRICARE South Region contract through March 31, 2017. The lass of the
TRICARE South Region contract, should it occur, may have a materisl adverse efTect on our results of
operations, financial position, and cash flows.

There is a possibility of temporary or permanent suspension from participaling in government health care
programs, including Medicere and Medicaid, if we are convicted of fraud or other crimina! conduct in the
performance of a health care program or if there is an adverse decision against us under the federal False
Claims Act. As a govemment contractor, we may be subject to qui tam litigation brought by individuals who
stk to sue on behelf of the government, alleging that the povernment contractor submitted false claims to the
govemment. Litigation of this nature is filed under seal to sllow the govemment an opporiunity to investigate
and to decide if it wishes to intervene and assume control of the litigation. If the government does not
intervene, the lawsuit is unsealed, and the individual may cantinue to prosccule the action on his or her own,

CMS uses a risk-adjustment medel which apportions premiums paid to Medicare Advantage, or MA, plens
according 1o health severity of covered members. The risk-adjustment model pays more for enrollees with
predictably higher costs. Under this model, rates paid to MA plans are based on actuarially determined bids,
which include a process whereby our prospective payments are based on a comparison of our beneficiaries’
risk scores, derived from medical dizgnoses, 1o those enrolled in the government’s traditional fee-for-service
Medicare program (referred to as "Medicare FFS"). Under the risk-adjustment methodology, all MA plans
must collect and submit the necessary diagnosis code information from hospital inpatient, hospital outpatient,
and physician providers to CMS within prescribed deadlines The CMS risk-adjustment model uses the
diagnosis data 1o calculate the risk-adjusted premium payment to MA plans, which CMS adjusta for coding
pattem differences between the health plans and the government fee-for-service program. We generally rely on
providers, including certain providers in our network whao ore our employees, to code their claim submissions
with appropriate diagnoses, which we send to CMS as the basis for our payment received from CMS under the
actuarial risk-zdjustment model. We also rely on these providers to document approprintely ail medical data,
including the diagnosis data submitted with claims. In additien, we conduct medical record reviews as part of
our data and payment accuracy compliance efforts, to more accuralely reflect diagnosis conditions under the
risk adjustment model. These compliance efforts include the internal contrnct level audits described in more
detail below,

CMS is continuing to perform audits of various companies’ selected MA contracis related fo this risk
adjustment diagnosis dota. We refer to these audits as Risk-Adjustment Data Validation Audis, or RADV
sudits. RADYV audits review medical records in an attempt lo validate provider medical record documentation
and coding practices which influence the calculation of premium payments to MA plans

in 2012, CMS released o “Notice of Finsl Payment Error Calculation Methodology for Part C Medicare
Advaniage Rigk Adjustment Data Vatidation (RADV) Contract-Level Audits.” The payment emor calculation
methodology provides that, in calculating the economic impact of audit results for an MA contract, if any, the
results of the audit sample will be extrapolated to the entire MA contract based upon a comparison (o
“benchmark” audit data in Mcdicare FFS (which we refer to as the *FFS Adjuster”). This comparison to the
FFS Adjuster is necessary lo determine the economic impact, if any, of eudit results because the government
program data set, including any atiendant errors that are present in that data set, provides the basis for MA
plans’ risk adjustment to payment taies, CMS already makes other adjustments to payment rates based on o
comparison of coding pattern differences between MA plans and Medicare FFS data (such as for frequency of
coding for cersin diagnoses in MA plan data versus the government program daia sct).
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The final methodology, including the first apphcation of extrapolated pudit results to determine audit
settlements, is expected to be applied to RADV contract level audits cumently being conducted for contract
year 2011 in which two of our Medicare Advantage plans are being audited. Per CMS guidance, selected MA
contracts will be notified of on audit at some point nfler the close of the final reconcilintion for the payment
yeanr being audited. The fina! reconciliation occurs in August of the calendar year following the payment year,
We were notified on Scpiember 15, 2015, that five of our Medicare Advantage contracts have been selected for
audit for contract year 2012,

Estimated audit seitlements are recorded as a reduction of premiums revenue in our consolidated statements of
income, based upon available information. We perform internal contract level audits based on the RADV audit
methedelogy prescribed by CMS. Included in these internal contract level sudits is an audit of our Privale Fee-
For-Service business which we used to represent a proxy of the FFS Adjuster which hes not yet been released.
We based our accrual of estimated audit settlements for cach contract year on the results of these internal
contract level audits and update our estimates as each audit is compleied. Estimates derived from these results
were not material to our results of operations, financial position, or cash flows However, as indicated, we are
awaiting additiona! guidance from CMS regarding the FFS Adjuster. Accordingly, we cannot determing
whether such RADV audits will have a matcrial adverse effect on our resulls of operations, financial position,
or cash flows

In addition, CMS' comments in formalized guidance regarding “overpayments” to MA plans appesr to be
inconsistent with CMS' prior RADV audit guidance. These siatements, contained in the preamble 10 CMS’
final rule release regarding Medicare Advantage and Part D prescription drug benefit program regulations for
Contract Year 2015, appcar to equate cach Medicare Advamage risk adjustment data error with an
“overpayment” without reconciliation {o the principles undeclying the FFS Adjuster referenced above. We will
continue to work with CMS to cnsure that MA plans are paid accurately and that payment model principles are
in accordance with the requirements of the Social Security Act, which, if not implemented comrectly could have
a materinl adverse effect on our results of operations, financial position, or cash flows.

QOur CMS contracts which cover members® prescription drugs under Medicare Part D contain provisions for
risk sharing and ccrtain payments for prescription drug costs for which we are not at risk. These provisions,
certain of which ate described below, aifect our ultimate payments from CMS.

The premiums from CMS are subject to risk corridor provisions which compace costs targeted in our annual
bids to acluat prescription drug costs, limited to actual costs thel would have been incurred under the standard
coverage as defined by CMS. Variances exceeding certatn thresholds may result in CMS making additional
payments 1o us or require us to refund to CMS a portion of the premiums we received (known as o “risk
corridor™). We cstimate and recognize an adjustment to premiums revenue related o the risk corridor payment
settlement based upon phartnacy claims experience. The estimate of the settlement rssociated with these risk
corridor provisions requires us to consider factors that mey not be certain, including member eligibility
differences with CMS. Qur estimaic of the scttlement associated with the Medicare Part D risk corrider
provisions was a net payable of $22 million at December 31, 2015,

Reinsurance andd low-income cost subsidies represent payments from CMS in connection with the Mcdicare
Pact D program for which we assume no risk. Reinsurance subsidies represent payments for CMS's portion of
claims costs which exceed the member's out-of-pocket threshold, or the catestrophic coverage level. Low-
income cost subsidics represent payments from CMS for all or a pertion of the deductible, the coinsurance and
co-payment amounts above the out-af-pocket threshold for low-income beneficiaries. Monthly prospective
payments from CMS for reinsurance and low-income caost subsidies are based on assumptions submitied with
eur annual bid. A reconcilietion and settlement of CMS’s prospective subsidics agninst actual prescription drug
costs we paid is made after the end of the year.

Settlement of the reinsurance and low-income cost subsidies as well as the risk corridor payment is based on a
reconcibation made approximately 9 months after the close of cach calendor year. This reconciliation process
requires ua to submit claims data necessary for CMS to administer the program. Our claims data may not pass
CMS’s claims edit processes due to various reasons, including discrcpancies in eligibility or classification of
low-income members. To the extent our data does not pass CMS’s claim edit processes,
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wc may bear the risk for all or a portion of the claim which otherwise may have been subject to the risk
comidar provision or payment which we would have otherwise seceived os a low-income subsidy or
treinsurance claim In addition, in the event the settlement represents an amount CMS owes us, there is a
nepative impact on our cash flows and financial condition as a result of financing CMS's sharc of the risk. The
opposite is tnee in the cvent the setlement represents an amount we owe CMS.

+ The Budget Control Act of 2011 increased the United States debt ceiling conditioned on deficit reductions to
be achieved over the nexi ten years. The Budget Control Act of 2011 also established a twelve-member joint
commitiee of Congress known ns the Joint Select Committee on Deficit Reduction to propose legislation to
reduce the United States federn! deficit by $1.5 trillion for fiscal years 2012-2021. The fuilure of the Joint
Select Committee on Deficit Reduction to achieve a targeted deficit reduction by December 23, 2011 triggered
an automatic reduction, including aggregate reductions to Medicare paymenis to providers of up to 2 percent
per fiscal year. These reductions took effect on April 1, 2013, and the Bipartisen Budget Act of 2013, enacted
on December 26, 2013, extended the reductions for two years. We expect B corresponding substantial reduction
in our obligations to providers. Due to the uncertainty around the application of any such reductions, there can
be no assurances that we can completely offset any reductions to the Medicare healthcare programs applied by
the Budget Control Act of 2011,

*  We are also subject to varicus other governmental audits and investigations. Under state laws, our HMOs and
heelth insyrance companics arc audited by siate departments of insurance for financial and contractual
compliance. Our HMOs are oudited for compliance with health services by state departments of health, Audits
and investigations are also conducted by state attorneys general, CMS, the Office of the Inspector General of
Health and Human Services, the Office of Personnel Management, the Department of Justice, the Department
of Labor, and the Defense Contract Audit Agency. All of these activities could resuit in the loss of licensure or
the right to participate in various programs, including a limitation on our ability to market or seli products, the
imposition of fines, penalties and other civil and criminal sanclions, or changes in our business practices. The
outcome of any current or future governmental or intemal investigations cennot be accurately predicied, nor
can we predict any resulting penalties, fines or other sanctions thal may be imposed at the discretion of federal
or slate regulatory nuthorities, Nevertheless, it is reasonably possible that any such outcome of litigation,
penalties, fines or other sanctions could be substantial, and the outcome of these maltters may have o material
adverse cffect on our results of operstions, financial position, and cash flows, Certain of these motters could
also affcet our reputation In addition, disclosure of any adverse investigation or audit resuits or sunctions could
negatively affect our industry or our reputation in various markets and make it more difficult for us to sell our
products and services.

The Patlent Protection and Affordable Care Act and The Health Care and Education Reconcillntion Act of 2010
could have a materlal adverse effect on our resulis of operations (including resiricting revenue, enrollment and
premium growth In certaln products and market segments, restriciing our abillty to expand Into new markets,
Increasing our medical and operating cosis by, among other things, requiring a minlnum benefit ratio on insured
products, lowering our Medicare payment rates and increasing our expenses assoclated with a non-deducilble health
insurance Industry fee and other assessmenis); our financial position {Including our abiiity to mainiain the value of
our goodwill); and our cash flows.

The Patient Protection and Affordable Care Act and The Health Care and Education Reconciliation Act of 2010
(which we collectivcly refer to as the Health Care Reform Law) enacted significant reforms to various aspects of the U.S.
health insurance industry. The provisions of the Health Care Reform Law include, amang others, imposing & significant
new non-deductible health insurance industry fee and othcr assessments on health insurers, limiting Medicare Advantage
payment rates, stipulating a prescribed minimum ratio for the amount of premiums revenue to be expended on medical
costs for insurcd products, additional mandated benefits and guerantee issusnce associated with commercial medical
insurance, requirements that limit the ability of health plans to vary premiums based on assessments of underlying risk,
and heightened scrutiny by state and federal regulators of our business practices, including our Medicare bid and pricing
practices. The Health Care Reform Law alse specifies benefit design guidelines, limits mting and pricing practices,
encournges additional competition (including potential incentives for new market entrants), cstablishes federally-
facilitated or state-based exchanges for individuals and smalt employers (with up to 100 employecs) coupled

7




10-K Page 28 of 157

with progrzms designed to spread risk among insurers (subject to federal administrative action), and expands eligibility for
Medicaid programs (subject fo state-by-state implementation of this expansion). 1n addition, the Health Core Reform Law
has increased and will continue to increase federal oversight of health plan premium rates and could adversely affect our
ability to appropriately adjust health plan premiums on a timely basis. Financing for these reforms will come, in part, from
material additional fees and taxes on us and other health plans and individuals which began in 2014, as well as reductions
in certain levels of payments to us and other health plans under Medicare. If we fail to effectively implement our
operational and stratcgic iniliatives with respect to the implementation of the Heafth Care Reform Law, our business may
be materially adversely affected. For additional information, please refer 1o the section catitled, “Health Care Reform” in
“ltem 7 - Management's Discussion and Analysis of Financial Condition and Results of Operations™ appearing in this
annual report.

Our participation In the new federal und state health Insurance exchanges, which entail uncertainties assoclated
with mix, volume of business and the operation of premium stabilization progrants, which are subjeci to federal
administrative action, counld adversely affect our results of operations, finunclal position, and cash flows.

‘The Health Care Reform Law required the establishment of health insurance exchanges for individuals and small
employers to purchase health insurance thot became effective January |, 2014, with an annual open coroliment petiod.
Insurers panticipating on the health insurance exchanges must offer a minimum [evel of benefits and are subject to
guidelines on sctting premium rates and coverage limitations. We may be adversely selected by individuals whe have a
higher acuity level than the anticipated pool of participants in this market. In addition, the risk cormidor, reinsurance, and
risk adjustment provisions of the Health Care Reform Law, established to apportion risk for insurers, may not be effective
in appropriatcly mitigating the financial risks related 10 our products, During 2015, we received our interim settlement
associated with our risk corridor receivables for the 2014 covernge year, The interim settlement, representing only 12.6%
of risk corridor receivables for the 2014 coverage year, was funded by HHS in accordance with previous guidance,
utilizing funds HHS collected from us and other carriers under the 2014 risk corridor program. HHS provided guidance
under the three year risk comidor program that future collections will first be applied to any shortfalls from previous
coverage years before application to current year obligations, Risk comidor payables to jssuers are obligations of the
United States Government under the Health Care Reform law which requires the Secretary of HHS to make full payments
to issuers. In the event of a shortfall at the cnd of the three year program, HES bas asseried it will explore other soucces of
funding for risk corridor payments, subject to the availability of appropriations. In addition, regulatory changes to the
implementation of the Health Care Reform Law that allowed individuals to remain in plans that are not compliant with the
Health Care Reform Law or to carol) outside of the annual enrollment period may have an adverse effect on our pool of
participants in the health insurance exchange. All of these factors may have a material adverse effect on our results of
operations, financial position, or cash {lows if our premiums are not adequate or do not sppropriately reflect the acuity of
these individoals, Any variation from our expectations regarding acuily, enrollment levels, adverse sefection, or other
assumptions used in setting premium rales could have a material adverse effect on our resulis of operations, financial
position, and cash flows

Qur business acilvities are subject to substantlol government regulation. New laws or regulations, or changes In
existing taws or regulations or thelr manner af application, Including reductions in Medicare Advantage payment
rafes, could increase our cost of dolng business and may adversely qffect our business, profitability, financlal
conditlon, and cash flows.

In addition to the Health Care Reform Law, the health care industry m general and health insurance are subject to
substantial federal and state government regulation:

Health Insurance Portability and Accountability Act (HIPAA) and the Health Information Technology for Economic
and Clinical Health Act (HITECH Act)

The use of individually identifiable health data by our business is regulated at federat and state levels. These laws and
rules are changed frequently by legislation or administrative interpretation, Various state laws address the use and
maintcnance of individually identifiable health data. Most are derived from the privacy provisions in the federel Gramm-
Leach-Bliley Act and the Heaith Insurance Portability end Accountability Act, or HIPAA, HIPAA includes
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administrative provisions directed st simplifying clectronic data interchange through standardizing transactions,
establishing uniform health care provider, payer, and employer identificrs, and seeking protections for confidentiality and
security of paticnt data. The rules do not provide for complete federal preemption of state laws, but mather preempt all
inconsistent state laws uniess Lhe state law is more stringent.

These regulations sct standards for the security of electronic health information. Violations of these rules could
subject us to significant criminal and civil penalties, including signiftcant monetary penaltics. Compliance with HIPAA
regulations requires significant systems enhancements, training and administrative effort. HIPAA can alse expase us 1o
additional (iability for violations by our business associntes (e.g., entitics that provide services to health plans and
providers).

The HITECH Act, one part of the American Recovery and Reinvestment Act of 2009, significantly broadened the
scope of the privacy and sccurity regulations of 1IIPAA. Among other requirements, the HITECH Act and HIPAA
mandate individual notification in the event of a breach of unsecured, individually identifisble health information,
provides enhanced penaities for HIPAA violations, requires business sssociates to comply with certain provisions of the
HIPAA privacy and security rule, sand grants enforcemeni authority to state attorneys general in addition to the HHS
Office of Civil Rights.

In addition, there are numerous federal and stote [nws and regulations addressing patient and consumer privacy
concems, including unauthorized access or theft of personal information. State stetutes and regulations vary from state to
state and could impase additional penalties. Violations of HIPAA or applicable federal or state laws or regulations could
subject us to sipnificant criminal or civil penalties, including significant monetary penalties. Compliance with HIPAA and
other privacy regulations requires significant systems enhancements, training and adminisirative effort.

American Recovery and Reinvestment Act of 2009 {ARRA)

On February 17, 2009, the American Recovery and Reinvestment Act of 2009, or ARRA, was chacted into law. In
addition 10 including a temporary subsidy for health care continuation coverage issued pursuant to the Consolidated
Omnibus Budget Reconciliation Act, or COBRA, ARRA also expands and strengthens the privacy and security provisions
of HIPAA and imposes additional limits on the use and disclosure of protected health information, or PHI. Among other
things, ARRA requires us and other covered entities to report any unauthorized release or use of or access to PHI to any
impacted individuals and 1o the U.S, Depaniment of Health and Human Services in those instances where the unauthorized
activity poses a significant risk of financial, reputational or other harm to the individuals, and to notify the media in any
states where 500 or more people are impacted by any unauthorized release or use of or access to PHI. ARRA also requires
business azsociates to comply with certain HIPAA provisions. ARRA aiso establishes higher civil and criminal penaltics
for covered entities and business associates who fail 1o comply with HIPAA's provisions and requires the US,
Department of Health and Human Services to issue regulations implementing its privacy and security enhancements.

Corporate Praclice af Medicine and Other Laws

As a corporate entity, Humana Inc, is not licensed to practice medicine Many states in which we operate through our
subsidiaries limit the practice of medicine to licensed individuals or professional organizations comgrised of licensed
individuais, and busincss corporutions gencrally may not excreise control aver the medical decisions of physicians.
Statutes and regulations relating 1o the practice of medicine, fee-splitting between physicians and referral sources, and
similar issues vary widely from state to state Under management agreements between certain of our subsidiaries and
affiliated physician-owned professional groups, these groups retain sole responsibility for all medical decisions, as well as
for hiring and managing physicians and other licensed healthcare providers, developing operating policics and procedures,
implementing professional standards and contsols, and maintaining malpractice insurance We believe that our health
services operations comply with applicable state statutes regarding corporate practice of medicine, fee-splitting, and
similar issues. [fowever, any enforcement actions by povernmental officials alleging non-compliance with these statutes,
which could subject us 1o penalties or restructuring or reorganization of our business, may result in a material adverse
cffect on our results of operations, financial position, or cash flows
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Anti-Kickback, Physician Self-Referral, and Other Fraud and Abuse Laws

A federal law commonly referred to as the “Anti-Kickbock Statute” prohibits the offer, payment, solicilation, ot
receipt of any form of remuneration to induce, or in retum for, the referral of Medicare or other governmental health
program patients or poticnt care opportunities, or in return for the purchese, lease, or order of items or services that are
covered by Medicare or other federal governmentsl health programs. Because the prohibitions contained in the Anti-
Kickback Statute apply to the furnishing of items or scrvices for which puyment is made in “whole or in part,” the Anti-
Kickback Statute could be implicated if any portion of an item or service we provide is cavered by any of the state or
federal health benefit programs described above. Violation of these provisions constitutes a felony criminal offense and
applicable sanctions conld include exclusion from the Medicarc and Medicaid progrems.

Section 1877 of the Social Security Act, commonly known as the “Stark Law,” prohibits physicians, subject 1o certain
exceptions described below, from referring Medicare or Medicaid paticnts o en entity providing “designated health
services™ in which the physician, or an immedsate family member, has an ownership or investment interest or with which
the physician, or an immediate family member, has entered into a compensation amangement, These prehibitions,
contained in the Omnibus Budget Reeonciliation Act of 1993, commonly known as “Stark I1,” amended prior federal
physician self-referral legistation known as “Sturk I” by cxpanding the list of designated health services to o total of 1t
categories of health services, The professional groups with which we ere affiliated provide one or more of these
designated health services. Persons or entities found te be in violation of the Stark Law are subject to denial of payment
for scrvices furnished pursuant to an improper referral, civil monetary penalties, and exclusion from the Medicare and
Medicaid programs

Mauny states also have enacted iaws similar in scope and purpose to the Anti-Kickback Statute and, in more limited
instances, the Stark Law, that are not limited to services for which Medicare or Medicaid payment is made. [n addition,
most states have stalutes, regulations, or professional codes that restrict a physician from accepting various kinds of
remuneration in exchange for making referrals. These laws vary from statc to state and have seldom been interpreted by
the courts or regulatory agencies. In states that have enacted these statutes, we believe that regulatory authorities and state
courts interpreting these statutes may regard federal law under the Anti-Kickback Statute and the Stark Law as persuasive,

We believe that our operations comply with the Anti-Kickback Statute, the Stark Law, and similar federal or state
laws addressing fraud and abuse. These laws are subject to modification and changes in interpretation, and are enforced by
authorities vested with broad discretion. We continually moniter developments in this arez. If these Jaws are interpreted in
a manner contrary (o our interpretation or are reinterpreted or amended, or if new legislation is enacted with respect to
healthcare fraud and abuse, illegal remuneration, or similar issues, we may be required to restructurs our affected
cperations to maintain compliance with applicable law. There can be no assurances that any such restructuring will be
possible or, if possible, would not have a material adverse effect on our results of operstions, financial position, or cash
flowa

Envirommental

We are subject to various federal, state, and local laws and regulations relating to the protection of human health and
the environment. If an environmental regulatory agency finds any of our facilities to be in violatien of environmental laws,
penalties and fines may be imposed for each day of violation and the affected facility could be forced to cease opemtions
We could atso incur other significant costs, such as cleanup costs or claims by third parties, as a result of violations of, or
linbilities under, environmenial laws. Although we believe that our environmental practices, including waste handling and
disposal practices, are in material compliance with applicable laws, future claims or violations, or changes in
environmental laws, could have 2 material adverse effect on our resulls of operations, financial position or cash flows,
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State Regulation of Insurance-Related Products

Laws in ¢ach of the states (and Puerto Rico) in which we operate our HMOs, PPOs and other health insurance-related
services regulate our operations including: capital adequacy and other licensing requircments, policy language describing
benefits, mandated benefils ond processes, entry, withdrawal or re-entry into a state or market, rate increases, delivery
systems, utilization review procedures, quality assurance, complaint systems, entoliment requirements, claim payments,
marketing, and advertising. The HMO, PPO, and other health insurance-related products we offer are sold under licenses
issued by the applicable insurance regulators.

Qur licensed insurance subsidiaries arc also subject to regulation under state insurance holding company and Pucrto
Rico regulations. ‘These regulations generally require, among other things, prior approval andfor notice of new preducts,
rutes, benefit chanpes, and certain material transactions, including dividend payments, purchases or sales of assets,
intercompany agreement, and the filing of various financiat and operational reports.

Any failure by us lo manage acquisitions, divesiitures and other significant transactions successfiully may have a
material adverse effect on our resuits of operatlons, financial position, and cash flows.

As port of our business strategy, we frequently engape in discussions with thid partics regarding possible
investments, acquisitions, divestiturcs, strategic alliences, joint ventures, and outsourcing trensactions and often enter into
agrecments relating to such transactions in order to further our business objectives. In order 1o pursue our acquisition
strutegy successfulty, we must identify suitable candidates for and successfully complete transactions, some of which may
be large and complex, and manage posi-closing issues such as the integration of acquired componies or employees.
Integration and other risks can be more pronounced for larger and more complicated transactions, transactions outside of
our core business space, or »f multiple transactions are pursued simultaneously. The failure to successfully integrate
acquired entities and businesses or failure 10 produce results consistent with the financial modet used in the analysis of our
acquisitions may have a malterial adverse efect on our results of operations, financial position, and cash flows. If we fail
10 identify and complele successiully transactions that further our stralegic objectives, we may be required to expend
resaurces {0 develop products and technology intemally. In addition, from time to time, we evaluate altematives for our
busincsses that do not meet our strategic, growth or profitability objectives. The divestiture of certain businesses could
result, individually or in the aggregale, in the recognition of material losses and 8 material edverse effect on our results of
operations. There can be no assurance that we will be able to complete any such divestitures on tenns favorable to us.

If we full to develop and maintain satisfactory relatlonships with the providers of care to our members, our
business may be adversely affected,

We employ or contruct with physicians, hospitals and other providers to deliver heslth carc to our members. Our
products encourage or require our customers to use these contracted providers, A key component of our integrated care
delivery strategy is to increase the number of providers who share medical cost risk with ug or have financial incentives to
deliver quality medical services in & cost-effective manner

In any particular market, providers could refuse to contract with us, demand higher payments, or take other actions
that could result in higher health cace costs for us, less desirable products for customers and members or difTiculty mceting
rcgulatory or accreditation requirements. In some markets, some providers, particularly hospitals, physician specialty
groups, physician/hospital organizations, or multi-specialty physician groups, may have significant market positions and
negoliating power. In addition, physician or praclice management companies, which agpregate physician practices for
administrative efficiency and marketing leverage, may compete directly with us. I these providers refuse to contract with
us, use their market position to negotiate unfavorable contracts with us or place us at a competitive disadvantage, or do not
enter into contracts with us that encournge the delivery of quality medical services in a cost-cffective manner, our ability
to market products or to be profitable in those areas may be adversely affected

In some siluations, we have contracts with individual or groups of primary carc providers for an actuarially
determined, fixed fee per month to provide 2 basket of required medical services to our members, This type of contract
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18 referred 10 as o “copitation” contract. The inability of providers to properly manage costs under these capitation
arrangements can result in the financia! instability of these providers and the termination of their retationship with us In
eddition, payment or other disputes between a primacy care provider and specialists with whom the primary care provider
contracts can result in 8 disruption in the provision of services to our members or 4 teduction in the services availeble ta
our members. The financial instabitity or failure of & primary care provider to pay other providers for services rendered
could lead those other providers to demand payment from us even though we have made our regular fixed payments to the
primary provider. There can be no assurance that providers with whom we contract will properly manoge the costs of
services, maintain financial solvency or avoid disputes with other providers. Any of these events may have a material
adverse cffect on the provision of services to our members and our resulis of operations, financial position, and cash
flows.

Our pharmacy business is highly competitive and subjecis us lo reguladlons In addition to those we face with our
core health benefits businesses,

Our pharmacy mail order business competes with locally owned drugstores, retail drugstore chains, supermarkets,
discount retailers, membership clubs, intemet companies and other mail-order and tong-term care pharmacics. Qur
phammacy business also subjccts us to extensive federal, siate, and local regulation, The practice of pharmacy is generaity
regulnted at the state level by state boards of pharmacy, Many of the states where we deliver pharmaceuticals, including
controlled substances, have laws and regulations that require out-of-state mail-order pharmacies to register with that
siote’s board of pharmacy. Federal agencies further regulate our phanmacy operations, requiring registration with the
US. Drug Enforcement Administration and individual state controlled substance authorities in order to dispense
controlled substances. In addition, the FDA inspects facilities in connection with procedures to effect rccails of
prescription drugs. The Federal Trade Commission also has requirements for mail-ocder sellers of goods. The U 8. Postal
Service, or USPS, has statutory outhority to restrict the transmission of drugs and medicines through the mail to & degree
that may have an adverse effect on our mail-order operations. The USPS historically has exercised this statutory authority
only with respect to controlled substances, If the USPS restricts our ability to deliver drugs through the mail, altemative
means of delivery are available to us. However, alternative means of delivery could be significantly more expensive, The
Department of Transportation has regulatory authority to impose restrictions on drugs inserted in the stream of commerce.
These regulations generally do not apply to the USPS and its operations. In addition, we are subject to CMS rules
regatding the administration of our PDP plans and intercompany pricing between our PDP plans and our pharmacy
business

We are also subject fo risks inherent in the packaging and distribution of pharmaceuticals and other health care
products, and the application of state laws related to the operation of internct and mail-order pharmacies. The failure to
adhere to these laws and regulations may expose us 10 civil and criminal penaltics.

Changes In the prescripilon drug industry pricing benchmarks may adversely affect our financial performance.

Contracts in the prescription drug industry generally usc certain published benchmarks to establish pricing for
preseription drugs. These benchmarks include average wholesaie price, which is refesred to as “AWP.” average selling
price, which is referred to os “ASP,” and wholesale acquisition cost. It is uncertain whether payors, pharmacy providers,
pharmacy benefit managers, or PBMs, and others in the prescription drug industry will continue to utilize AWP as it has
previously been calculated, or whether other pricing benchmarks will be adopted for establishing prices within the
industry. Legistation may lead to chenges in the pricing for Medicare and Medicaid programs. Regulators have conducted
investigations into the use of AWP for federl program payment, and whether the use of AWP has inflated drug
cxpenditures by the Medicare and Medicaid programs. Federal and state proposals have sought to change the basis for
calculating payment of certain drugs by the Medicarc and Medicaid programs. Adoption of ASP in lieu of AWP as the
measure for determining payment by Medicare or Medicaid programs for the drugs sold in cur mail-order pharmacy
business may reduce the revenues and gross marging of this business which may result in a material adverse effect on our
results of operations, financial position, and cash flows,
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If we do not contlnue to eern and refaln purchase discounts and velume rebates from pharmaceutical
manufacturers af current levels, our gross marglns may decline,

We have contractual relationships with phannaceutical manufacturcrs or wholesalers that provide us with purchase
discounts and volume rebates on certain prescription drgs dispensed through our mail-order and specialty pharmacies.
These discounts and volume rebates are generally passed an to clients in the form of steeper price discounts. Changes in
existing federal or state laws or regulations or in their interpretation by courts and agencies or the adoption of new laws or
regulations relating to patent tenm cxtensions, and purchase discount and volume rebate arrangements with phammaceutical
manufacturers, may reduce the discounts or volume rebates we reccive and materiolly adversely impact our results of
operations, Minancial position, and cash flowa.

Qur ability to obtain funds from certain of eur Heensed subsidlarles is restricted by stale insurance regulafions,

Because we operale as a holding company, we sre dependent upon dividends and administrative expense
reimbursements from our subsidiaries to fund the obligations of Humana Inc, our purent company. Certzin of our
insurance subsidiaries operate in states that rcpulate the payment of dividends, loans, administrative cxpense
reimbursements or other cash transfers to Humana Inc , and require minimum levels of equily as well s limit investments
to approved securities. The amount of dividends that may be paid to Humana Inc. by thesc insurance subsidiarics, without
prior approval by state regulatory outhorities, or ordinary dividends, is Jimited based on the entity's level of statutory
income and statutory capital and surplus. In most states, prior notification is provided before paying a dividend even if
approval is not required. Actua! dividends paid may vary due to consideration of excess siatutory capital and surplus and
expected future surplus requirements related to, for example, premium volume and product mix, Dividends from our non-
insurance companies such as in our Healthcare Services segment ars generaily not restricted by Departments of Insurance
in the event that we are unable to provide sufficient capital to fund the obligations of Humana Inc, our results of
operations, financial position, and cash flows may be materially adversely affected

Downgrades in our debt ratings, should they occur, may adversely affect our business, resulis of operations, and
Jnancial condlition,

Claims paying ability, financial strength, and debt ratings by recognized raling organizations are an increasingly
important factor in establishing the competitive position of insurance companies Ratings information is broadly
disseminated and generatly used throughout the industry. We believe our claims paying ability and financial strength
ratings erc an important factor in marketing our products to certain of cur customers. In addition, our debt ratings impact
both the cost and availability of future borrowings. Each of the rating egencics reviews ils ratings periodically and there
can be no assurance that current ratings will be maintained in the future. Qur ratings reflect each rating agenéy’s opinion
of our financinl strength, operating performance, and ability to meet our debt obligations or obligations to policyholders,
but are not cvaluations directed toward the protection of investors in our commen stock and should not be relied upon as
such.

Historically, rating agencies take action to lower ratings due to, among other things, perceived concerns about
liquidity or solvency, the competitive environment in the insurance industry, the inherent uncertainty in determining
rescrves for future claims, the outcome of pending litigation and regulatory investigations, end possible changes in the
methodology or criteria applied by the rating agencies. In addition, rating agencics have come under regutatory and public
scrutiny over the ratings nssigned to various fixed-income products As a result, rating agencies may (i) become more
conservative in their methodology and criteria, (ii) increase the frequency or scope of their credit reviews, (iii) request
additional information from the companies that they rate, or (iv} adjust upward the capitel and other requirements
employed in the rating agency models for maintenance of certain ratings levela,

We believe that some of our customers place imporiance on our credit ratings, and we may lose customers and
compele less successfully if our ratings were to be downgraded. In addition, our credit ratings affect our ability to obtain
investment capital on favorable terms. If our credit ratings were to be lowered, our cost of borrowing likely would
increase, our sales and earnings could decrense, and our results of opcrations, finencial position, and cash flows may be
materially adversely affected

33




00034

10-K Page 34 of 157

The securities and credit markets may experlence volatility and disruption, which muay adversely affect our
business.

Volatility or disruption in the securities and credit markets could impact our investment portfolio. We evaluate our
investment securities for impairment on a quarterly bagis. This review is subjective and requires a high degree of
judgment. For the purpose of determining gross realized gains and losses, the cost of investment securities sold is based
upon specific identification. For debt securities held, we recognize an impainment loss in income when the fair value of the
debt security is less than the carrying value and we have the intent to sell the debt sccurity or it is more likely than not that
we will be required to sell the debt security before recovery of our amortized cost basis, or if a credit loss has occurred.
When we do not intend to sell a security in an unrealized loss position, potential other-than-temporaty impainments are
considered using variety of factors, including the lenpth of time and extent to which the fair value has been less than cost;
adverse conditions specifically related to the industry, geographic arca or financial condition of the issuer or underlying
collateral of a sccurity; payment structure of the security; changes in credit rating of the security by the rating agencies;
the volatility of the fair values chenges; and chanpes in fair value of the security afler the balance sheet date. For debt
securities, we toke into account expectations of relevant market and economic data. We continuously review our
investment porifolios and there is a continuing risk that declines in fair velue may occur and additional material reslized
losses from sales or other-than-lemporary impairments may be recorded in future periods.

We believe our cash balances, investment securilies, operating cash flows, and funds available under our credit
agreement or from other public or privale financing sources, taken together, provide adequate resources to fund ongoing
opcrating and regulatory requirements, acqaisitions, future expansion opportunities, and capital expenditures for ot Jeast
the next (welve months, as well as to refinance or repay debt, and repurchase shares, However, continuing adverse
securities and credit market conditions may significantly affect the availability of credit. While there is no assurance in the
current economic eavironment, we have no renson to belicve the lenders participating in our credit agreement will nat be
willing and able to provide financing in accordance with the tesms of the agreement,

Our access to additional credit will depend on a variety of factors such as market conditions, the general availability
of credit, both to the overall market and our industry, our credit ratings end debt copacity, as well as the possibility that
customers or lenders could develop a negative perception of our long or short-term financisl prospects. Similarly, our
access to funds could be limited if regulatory authoritics or rating agencies were fo take negative actions against us. If &
combination of these factors were to accur, we may not be able to successfully obtein additional financing on favorable
terms or at all,

ITEM IB, UNRESOLVED STAFF COMMENTS

None.
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ITEM 2. PROPERTIES
The following table lists, by state, the number of medical centers ond sdministrative offices we owned or leased at
December 31, 2015
Medica! Administrative
Centers Offices
Owned Lensed Owned Lensed Total

Florida I 123 | 96 231
Texas —_ 15 2 24 41
Kentucky 2 1 11 12 26
Virginia — ] — B 16
Califomia - 2 o 13 15
Arizona — g - 7 15
Louigiana — 4 — 10 14
Chio _ ! — 13 14
Ilinois —_ 5 - ] 13
New York - — — 13 13
Georgia — 7 — k] 0
Tennessee — -— e 10 Hy
North Carolina — —_ - 10 10
Nevada —_ 5 — 5 10
South Carolina — — 4 [ 10
Indiana — 2 — 7 9
Puerto Rico _— — — 9 9
New Jersey — —_ - 8 8
Colorado - 3 — 4 7
Pennsylvania — — - 6 6
Wisconsin - — | 5 [
Others - 3 — 47 50

Total 13 187 19 324 543

The medical centers we operate are primarily located in Florida and Texas, including full-service, multi-specialty
medical centers staffed by primary care providers and medical speciatists, urgent care facilities, and worksite medical
facilities. OF the medical centers included in the table above, approximately 64 of these facilities are leased or sublcased to
our conirected providers to operate.

Qur principal excculive office is located in the Humana Building, 500 West Main Street, Louisville, Kentucky
40202. In addition to the headquarters in Louisville, Kcntucky, we maintain other principal operaling facilities used for
customer service, enrollment, and/or claims processing and certnin other corporaic functions in Louisville, Kentucky,;
Green Bay, Wisconsin, Tompa, Florida; Cincinnati, Ohio; San Antonio, Texas, and San Juan, Pucrte Rico,
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ITEM 3. LEGAL PROCEEDINGS

We are party to a variety of legal actions in the ordinary course of business, certain of which may be styled aa class-
action lawsuits. Among other matiers, this litigation may include employment matters, claims of medical malpractice, bad
faith, nonacceplance or termination of providers, anticompetitive practices, improper rte setting, provider contract rate
disputes, failure to disclose network discounts and various other provider smengements, general contractunl matters,
intellectul property matiers, and challenges (o subrogation praclices. For a discussion of our malerial legal actions,
including those not in the ordinary course of business, see “Legal Proceedings end Certain Regulatory Matters” in Note 16
to the consolidated financial statements included in ltem 8, - Financial Siatements and Supplementary Data. We cannot
predict the outcome of these suits with certainty.

ITEM 4, MINE SAFETY DISCLOSURES
Not applicable.
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PARTII

ITEM 5. MARKET FOR THE REGISTRANT'S COMMON EQUITY, RELATED STOCKHOLDER MATTERS
AND ISSUER PURCHASES OF EQUITY SECURITIES

Market Information

Our common stock trades on the New York Stock Exchange under the symbol HUM. The following table shows the
range of high and low closing salcs prices ay reported on the New York Stock Exchange Composite Price for each quarter
in the years ended December 31, 2015 and 2014:

High Low
Year Ended December 31, 2015
First quarter $ i8279 § 139.09
Second quarter $ 21492 § 163.07
Third quarter $ 193.14  § 174.16
Fourth quarier s 186.67 $ 16425
Year Ended December 31, 2014
First quarter 3 11878 § 95.59
Second quarter H 12895 § 104.74
Third quarter $ 13551 §% 11597
Fourth quaner $ 149.07 § 124.17

Holders of our Capltal Stock

As of January 31, 2016, there were approximately 2,900 holders of record of our common stock and approximately
41,200 beneficial holders of our common stock.

Dividends

The following table provides details of dividend payments, excluding dividend equivalent rights, in 2014 and 20135,
under our Board approved quarterly cash dividend policy

Record Payment Amouat Total
DOaie Date per Share Amount
{in miltions)
2014 payments
12/31/2013 173172014 $0.27 $42
33112014 4/25/2014 J027 $42
63072014 71252014 $0.28 3
93072014 10/3172014 $0.28 $43
2018 pryments
12/31/2014 1/30/2015 3028 $42
313172015 472472015 $0.28 $42
6/30/2015 73112015 $0.29 342
93012105 1043012015 $0.29 $43

The Merger discussed in Note 2 to the consolidated financial statements included in lem 8, — Financial Statements
and Supplementary Data does not impact our ability and intent to continue quarterly dividend payments prior to the
closing of the Mecrger consistent with our historical dividend payments. Under the terms of the Merger Agreement, we
have agreed with Aetna that our quarterly dividend will not cxceed $0.29 per share prior to the closing of the Merger.
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Decluration and payment of future quarterly dividends 13 at the discretion of our Board and may be adjusted as business
needs or market conditions change [n addition, under the terms of the Merger Agreement, we have sgreed with Aetna to
coordinate the declaration and payment of dividends so that our stockholders do not fail to receive a quarterly dividend
around the time of the closing of the Merger

On October 29, 2015, the Board declared a cash dividend of $0.29 per share that was paid on January 29, 2016 1o
stockholders of record on December 30, 2015, for an uggregate amount of $43 million.

Stock Total Return Performance

The following groph compares our total retumn to stockholders with the cetums of the Standard & Poor’s Compaosite
500 Index (“S&P 500™) and the Dow Jones US Select Health Care Providers Index (“Peer Group™) for the five ycars
ended December 31, 2015 The graph assumes an investment of $100 in each of our common stock, the S&P 500, and the
Peer Group on December 31, 2010, and that dividends were reinvested when paid

400
$ip0
200
Sion
$0
P20 X3t 123912 1231113 123144 1231018
Peruod Fndmu
—— —f— S&P500  —f— DPeer Group
1213172010 1312011 1203172012 12/3172013 1213172004 120172008
HUM $ 100 § 162 § 128 § 195 § 2714 § 343
S&P 500 ) 100 § 102 § 1t8 § 157 & I78 § 181
Peer Group $ 00 $ 110 $ 129 § 1m s 226 § 239

The stock price performarce included in this graph is not necessarily indicative of future stock price performance.

38




00039

10-K

fssuer Purchases of Equity Securitles

Puge 39 of 157

The following table provides information about purchases by us during the three months ended December 31, 2015
of equity securilics that are registered by us pursuant to Section 12 of the Exchange Act:

Tota) Number of Dollar Value of

Shares Purchased Shares that May

Total Number as Port of Publicly Yei Be Purchased

of Shares Anncunced Plans Under the Plans

Period Porchased {1} or Programs {1)(2) or Programs (1)
October 2015 —_ 3 - - 2
November 2015 — — — -
December 2015 - — = -

Total - 5 _ -

(1) In Septcmber 2014, the Board of Directors veplaced & previous share repurchase authorization of up to $1 billion
with a curent authorization for repurchases of up to $2 billion of our common shares exclusive of shares
repurchased in conncction with employce stock plans, expirmg on December 31, 2016. Pursuant {0 the Metger
Agreement, after July 2, 2015, we are prohibited from repurchasing any of our outstanding securities without the
prior written consent of Aetnn, other than repurchases of shares of our common stock in connection with the
exercise of outstanding stock options or the vesting or scttlement of culstanding restricted stock awards.
Accordingly, as announced on July 3, 2015, we have suspended our share repurchase program. Qur remaining

repurchase authorization was $1 04 bitlion as of July 3, 2015

(2) Excludes 0.3 million shares repurchased in connection with employes stock plans.

The Merger Agreement includes customary restrictians on the conduct of our business prior to the completion of the
Merger, generally requiring us to conduct our business in the ordinery course and subjecting us to a variety of customary
specified limitations absent Aetna's prior written consent, including, for example, limitations on dividends (we agreed
that our quarterly dividend will not exceed $0.29 per share) nnd repurchases of our securities (we agreed to suspend our
share repurchase programn), restrictions on our ability to enter into material contracts, and negotiated thresholds for capital
expenditures, copital contributions, acquisitions and divestitures of businesses.
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ITEM 6. SELECTED FINANCIAL DATA
2015{s) 20{4 (b) M3 {c} 2011 () 2011
(doltars fn millions, exeept per commen share resulls)
Summary of Operating Results:
Revenues:
Premiums $ 52400 % 45959 % 35829 % 37,00 % 35,106
Services 1,406 2,164 2,109 1,726 1,360
[nvestment income 474 mn s 391 366
Total revenues 54,289 48,500 41,313 39,i26 36,832
Operating cxpenses:
Benefits 44,269 38,166 32,564 30,985 28,823
Operating costs 7318 7,639 6,355 5,330 5,395
Depreciation and amortization 155 333 333 295 210
Total operating expenses 51,942 46,138 39,252 37,110 34,488
Income from operations 2,347 2,362 2,061 2,016 2,344
Interest expense 186 192 140 105 109
Gain on sale of business 270 e — _ —
{ncome before income taxes 2,431 2,170 1,921 191t 2,235
Provision for income taxcs 1,155 1,023 6930 689 816
Net income $ 1,276  § 1,147 § 1,231 § 1,222 § 1,419
Basic earnings per common share  § 854 § 744 § 781 § 756 % 8.58
Diluted earnings per common
share 5 B44 § 73 $ 773 % 741 § 846
Dividends declared per
common shere $ 115§ 111§ 107 § 03 3 0.75
Financial Position:
Cash and investmenis s 681 § 11,482 § 10938 § 11,153 & 10,830
Fotal assels 24,705 23,527 20,735 15,979 17,708
Benefits payable 4,976 4475 3,893 3,779 3,754
Debt 3,821 3,825 2,600 2,611 1,659
Stockholders' equity §0,346 9,646 9,316 8,847 8,063
Cash flows from operations $ 68§ 1618 § 1,716 $ 1923 § 2,079
Key Financlal Indicators:
Benefit ratio 84.5% 83.0% 83.9% 83 7% 82.1%
Operaling cost ratio 13.6% 15.9% 15.5% 15.1% 14.8%
Mcmbership by Segment:
Relail segment:
Medical membership 9,226,800 8,376,500 6,459,300 5,956,700 5,117,400
Specialty membership 1,153,100 1,165,800 1,042,500 944,700 782,500
Group segment:
Medical membership 4,963,400 5,430,200 5,501,600 5,573,400 5,500,600
Spucialty membership 6,068,700 6,502,700 6,780,800 7,136,200 6,532,600
Other Businesscs,
Medical membership 32,600 35,000 23,400 558,700 566,600
Consolidated:
Total medical membership 14,222,800 13,841,700 11,984,300 12,088,800 11,184,600
Total specialty membership 7,221,800 7,668,500 7,823,300 8,084,900 7,315,100
(o) Tncludes n gain an the sale of Concenira Ing, net of irutaction costy, of $270 million (5238 million afier tax, or 51 57 per diluted commen
share). Also includes benefits expense of $176 million (81 l" lmlllon lﬂ:r le, or $074 per diluted common share) for & provision for probable
futute losses {premivm deficiency) for individual pliant with the Health Care Reform Law for the 2016
coverage year
() Includes loas on extinguish of debt of $37 million ($23 miMion after tax, or 50 15 per diluted common share) lor Ihe redemption of senior

)

notey

Includes benclits expense of $243 million {$154 million afler 1ax, or $0 99 per dituted common share) for reservs strengthening associaled with
our non-sirategic clased block of fong-term care insurence policies

Includes Ihe mcquired operotiom of Arcadizn Marsgement Sarvices, Tne from Mosrch 31, 2012, SemorBridge Femily Companies, Inc from
Tuly 6, 2012, ahd Mctropolilzn Health Networks, Ine from December 21, 2012,
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ITEM 7. MANAGEMENT’S DISCUSSION AND ANALYSILS OF FINANCIAL CONDITION AND RESULTS OF
OPERATIONS

Executive Overview
General

Humana Inc., headquartered in Louisville, Kentucky, is a leading health and well-being company focused on making
it casy for people te achicve their best health with clinical excellence through coordinated care. Our strategy inlegrales
care delivery, the member experience, and clinical and consumer insights to encourage engagement, behavior change,
proactive ¢linical outreach and weliness for the millions of people we serve ncross the country.

Our industry relies on two key statistics to measure performance. The benefil mtio, which is computed by taking total
benefits expense as o percentage of premiums revenue, represents a statistic used to measure underwriting profitability.
The operating cost ratio, which is computed by taking total operating costs, excluding deprecistion and amortizatian, as a
percentage of totat revenuc less investment income, represents a statistic used 1o measure administrative spending
efficiency

Aeina Merger

On July 2, 2015, we entered into an Agreement and Plan of Merger, which we refer to in this report as the Merger
Agreement, with Actna Inc. and certain wholly owned subsidiarics of Aeta Inc., which we refer to colicctively as Aetna,
which sets forth the terms and conditions under which we will merge with, and become & wholly owned subsidiary of
Aclna, a transaction we refer to in this repost as the Merger. A copy of the Merger Agreement was filed as Exhibit 2.1 to
our Currcnt Report en Form 8-K filed with the U S. Securities and Exchange Commission on July 7, 2015 Under the
terms of the Merger Agrecment, 8t the closing of the Merger, each cutstanding share of our common stock will be
converted into the right to receive (i) 0.8375 of a share ol Actna commen stock and (ii) $125 in cash. The total transaction
wns estimated at approximately $37 billion including the assumption of Humana debt, based on the closing price of Actna
common shares on July 2, 2015 The Merger Agreement includes customary restrictions on the conduct of our business
prior to the completion of the Merger, generally requiring us to conduct our business in the ordinary course and subjecting
us to o variety of customary specified limitations absent Actna’s prior written consent, including, for example, limitations
on dividends {we agreed that our quarterly dividend will not exceed $0.29 per share) and repurchases of our securities (we
agreed to suspend our share repurchase program), restrictions on our ability to enter into materinl contracis, and negotiated
thresholds for capita) expenditures, capital conteibutions, acquisitions and divestitures of businesses.

On October 19, 2015, our stockholders approved the adaption of the Merger Agreement at a special stockholder
meeting. OF the 129,240,721 shates voting ut the mecting, more than 99% voted in favor of the adoption of the Merger
Agreement, which represented approximately 87% of our total outstanding sheres of common stock as of the September
16, 2015 record date. Also on October 19, 2015, the holders of Actna outstanding shares approved the issuance of Actna
common stock in the Merger at a special meeting of Actna sharcholders,

The Merger is subject to customary closing conditions, including, among other things, (i) the expiration or
terminstien of the applicable waiting period under the Hon-Scott-Rodino Antitrust Improvements Act of 1976, as
amended, and the receipt of necessary approvals under state insurence and healthcare laws and regulations and pursuant to
cettain licenses of certain of Humana's subsidiarics, (ii) the absence of legal restraints and prohibitions on the
consummation of the Merger, (iii) listing of the Aeina common stock to be issued in the Merger on the New York Stock
Exchange, (iv) subject to the relevant standards sct forth in the Merger Agreement, the accuracy of the representations and
warrantics mede by cach panty, (v) material compliance by each party with its covenants in the Merger Agreement, and
(vi} no “Company Material Adverse Effect” wilh respect to us and no “Parent Material Adverse Effect” with respect to
Aetna, in each case since the cxecution of and as defined in the Merger Agreement. In addition, Aetma's cbligation to
consummate the Merger is subject to (a) the conditton that the required regulatory approvals do not impose any condition
that, individually or in the agprcgate, would reasonably be expected to have a “Regulatory Materinl Adverse Effect” (as
such term is defined in the Merger Agreement), and (b) CMS has not imposcd any senclions with respect
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to our Medicare Advantage, or MA, business that, individually or in the aggregate, is or would reasonably be expected to
be material and adverse to us and our subsidiarics, taken es a whole. The Merger is currently expected 10 close in the
second half of 2016.

Business Segments

On January L, 2015, we realigned certain of our busincsses among our reporiable scgments to correspond with
internal management reporting changes and rensmed our Employer Group segment to the Group sepment Our three
repartable segments remain Retoil, Group, and Healthcare Services. The more significont realignments included
reclassifying Medicare benefits offered to groups to the Retail segment from the Group segment, bringing all of our
Medicare offerings, which are now managed collectively, together in one segment, recognizing that in some instances we
market directly to individuals that sre part of a group Medicare account. In addition, we realigned our military services
business, primarily consisting of our TRICARE South Region contract previously included in the Other Businesses
category, to our Group segment as we consider this contract with the government to be a group account. Prior period
segment lnancial information has been recast 10 conform to the 2015 presentation. This is further duseribed in Note 2 to
the consolidated {inancial statements included in Item 8. - Financial Statcments and Supplementary Data.

We manage our business with three reportable segments: Retail, Group, and Healthcare Services. In addition, the
Other Businesses category includes busincsses that are not individually reportable because they do not mest the
quantitative thresholds required by generally accepted accounting principles. These segments are based on & combination
of the type of health plan customer and adjecent businesses centered on well-being solutions for our health plons and other
customers, as described below. These scgment groupings arc consistent with information uscd by cur Chief Executive
Officer to assess performance and aliocate resources.

‘The Retail segment consists of Medicare benefits, matketed 10 individuals or directly via group accounts, as well as
individual commercial fully-insured medical and specialty health insurance benefits, including dental, vision, and other
supplemental health and financial protection products. In addition, the Retail segment also includes our contract with CMS
to administer the LI-NET prescription drug plan program and contracts with various states lo provide Medicaid, dual
cligible, and Long-Term Support Services benefits, collectively our state-based contracts, The Group segment consists of
employer group commercial fully-insured medical and specialty health insurance benefits, including dental, vision, and
other supplemental health and voluntary insurance benefits, ns well as administrative services only, or ASO products. In
addition, our Group segment includes our health and weliness products (primacily marketed to employer groups) and
military services business, primarily our TRICARE South Region contract. The Healthcere Services segment includes
services offered to our health plan members as well s to third parties, including pharmacy solutions, provider scrvices,
home based services, and clinical programs, as well ns services and capabilities to advance population health, We will
continue to rcport under the category of Other Busincsses those businesses which do not align with the reportable
segments described above, primarily our closed-block long-term care insurance policies

The results of each segment are measured by income before income taxes, Transactions between reportable scgments
primarily consist of sales of services rendered by our Healthcare Services segment, primarily pharmacy, provider, and
home based services as well as clinical programs, to our Retail and Group customers. Intersegment sales and expenses ace
recorded a1 fair value and climinated in consolidation. Members served by our segments often use the same provider
networks, enabling us in some instances o obtain more favorable contract terms with providers. Our segments also share
indirect costs and assets. As a result, the profitability of cach segment is interdependent. We allocale most opetating
cxpenses (o our segments. Assets and certain corporate income and expenses are not allocated to the segments, including
the portion of investment income not supperting scgment operations, inlerest expense on corporate debt, and certain other
corporalz cxpenses These items are managed at a corporate Jevel. These corporale amounts are reported separately from
our reporiable segments and are included with interscgment eliminations.
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Seasonality

One of the product offcrings of our Retail segment is Medicare stand-alone prescription drug plans, or PDPs, under
the Medicare Part D program. Qur quarterly Retail segment earnings and operating cash flows are impacied by the
Medicare Part D benefit design and changes in the compasition of our membership The Medicare Pant D benefit design
results in coverage that varies us a member's cumulative out-of-pocket costs pass through successive stages of a member's
plan period, which begins annually on January | for renewals. These plan designs penernlly result in us sharing a greater
portion of the responsibility for total prescription drug costs in the carly stages and less in the latter stages. As 8 result, the
PDP benetit ratic generally decreases as the year progresses. In addition, the number of low-income senior members as
well as year-over-year changes in the mix of membership in our stand-afone PDP products affects the quarterly benefit
ratio patiern

Our Group segment also experiences seascnality in the benefit ratio patiem, However, the effect is opposite of
Medicare stand-alone PDP in the Retail segment, with the Group segment's benefit ratio increasing as fully-insured
members peogress through their annual deductible and maximum out-of-pocket expenses. Similarly, certain of our fully-
insured individual commercial medical products in our Retail segment experience scasonality in the benefit ratio akin lo
the Group segment, including the effect of existing previously underweitien members transitioning 1o policies compliant
with the Health Care Reform Law with us and other camriers. As previously underwritten members transition, it results in
policy lapses and the release of reserves for future policy benefits partially offset by the recognition of previously deferred
acquisition costs These policy lapses gencrally occur during the first quarter of the new coverage year following the open
enrollment period reducing the benefit ratio in the first quanter The recognition of a premium deficiency reserve for our
individual commercial medical business compliant with the Health Care Reform Law in the fourth quarter of 2015,
discussed in more detail in the highlights that follow, negatively impacted the benefit ratio pattern in 2015 and conversely
is expected to favorably impact the benefit ratio in 2016 for this business The quarterly benefit ratic patiern for our
individua) commercinl medical business compliant with the lleaith Care Reform Law will be relatively flat throughout
2016 as opposed to the increasing benefit rtio pattem cxhibited in prior years.

In addition, the Retail segment also experiences seasonality in the operating cost ratio as a result of costs incumed in
the second half of the year associated with the Medicarc and individual health care exchange marketing seasons

2015 Highlights
Consolidated

*  Qur 2015 results reflect the continued implementation of our strategy to offer our members affordable health care
combined with a positive consumer cxperience in growing markets, At the core of this strategy is ous inlegrated
care delivery model, which unites quality care, high member engegement, and sophisticated data analytics, Qur
approach to primery, physician-directed cure for our members aims to provide quality care that is consistent,
integrated, cost-cffective, and member-focused, provided by both employed physicians and physicians with
network contract armangements, ‘The model is designed to improve health outcomes and affordability for
individuals and for the health system as a4 whole, while offering our members a simple, seamless healthcare
experience. Wo belicve this strategy is positioning us for long-term growth in both membership and eamings. We
offer providers a continuum of opportunities to increase the integration of care and offer assistance to providers in
transitioning from o fee-for-service to a value-based arrangement. These include performance benuses, shared
savings and shared risk relationships. At December 31, 2015, approximately 1,633,100 members, or 59 3%, ol
our individual Medicare Advantage members were in value-based relationships under our integrated care delivery
model, as compared to 1,301,000 members, or 53.6%, at December 31, 2014

+  On June i, 2015, we completed the sale of our wholly owned subsidiary, Concentra Inc, or Concentra, to MJ
Acquisition Corporation, a joint venture between Select Medical Holdings Corporation and Welsh, Carson,
Anderson & Stowe XII, L P, a privete equity fund, for approximatcly $1,055 million in cash, excluding
approximately $22 million of transaction costs. In cannection with the sale, we recognized a pre-tax gain, net of
fransaction costs, of $270 million, or $1 57 per diluted common share in 2085,
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During 2015, we recorded {ransaction costs in connection with the Mcrger of approximately $23 1 million, or
$0.14 per diluted common share Certain costs associated with the transaction are not deductible for tax purposes.

Excluding the impact of the sale of Concentra and transaction costs associated with the Merger, our pretax results
for 2015 as compared to 2014 rcflect year-over-year improvement in the Group and Healthcare Services segment
pretax results and higher investment income, partially offset by a year-over-year decling in Retail segment pretax
results as discussed in the detailed segment results discussion that follows

Year-aver-year comparisons of the operating cost tatio are impacted by an increase in 2015 of the non-deductible
health insurance industry fce mandated by the Health Care Reform Law. Likewise, year-over-year comparisons
of the benefit ratio reflect the increase in this fec in the pricing of our products for 2015 which reduces our benefit
ralio.

Investment income increased $97 million in 2015, primerily due 10 hipher realized capital gains in 2015 as a
result of the repositioning of our portfolio given recent market volatility ond anticipated changes to interest rates

Year-over-year comparisons of diluted carnings per common share are favorably impacied by a lower number of
shares used to compute diluted earnings per common share reflecting the impact of share repurchases.

Operating cash Now provided by operations was $868 millton for the year cnded December 31, 2015 as compared
to operating cash flow of $1 6 billion for the year ended December 31, 2014 The decrease in our opeating cash
flows primarily reflects the effect of significant growth in individual commercial medical and group Medicare
Advantage membership in the prior year and changes in the timing of other working capitzl items related to the
prowth in our pharmacy busincss and growth in net rcceivables under the commercial risk adjustment,
reinsurance, and risk comidor programs under the Health Core Reform Law, commonly referred to as the 3Ra.
Prior year cash flows were favorably impacted from the typical pattem of claim payments that lagged premium
receipls related to new membership Individual commercial medical added 548,000 new members in 2014
compared to a decline of 90,400 members in 2015. Likewise, group Medicare Adventage added 60,600 new
members in 2014 compared to a decline of 5,600 members in 2015,

In 2015, we paid the federal govermnment 3867 million for the annual non-deductible health insurance industry fee
compared to our payment of $562 million in 2014 This fee is not deductiblc for tax purposes, which significantly
increased our effective income tax rate beginning in 2014. The health insurance industry fee is further described
below under the section titled "Health Care Reform." The Consolidated Appropriations Act, 2016, enacled on
December 18, 2015, included a one-time one year suspension in 2017 of the health insurer fee This will
significantly reduce our effective tax rate in 2017,

During 2015, we repurchased 1.85 million shares in open market transactions for $329 million and paid dividends
to stockholders of $172 million. Pursuant to the Merger Agreement, afier July 2, 2015, we are prohibited from
repurchasing any of our owtstanding securities without the prior writien consent of Aetna, other than repurchases
of shares of our common stock in connection with the exercise of outstanding stock options or the vesting or
settlement of outsianding restricted stock awards. Accordingly, as announced on July 3, 2015, we have suspended
our share repurchase program. Our remaining repurchase authorization was $1.04 billion as of July 3, 2015, The
Merger does not impact ouc ability and intent to continue quarterly dividend payments prior to the closing of the
Merger consistent with our historical dividend payments, Under the terms of the Merger Agreement, we have
agreed with Aete that our quarterly dividend will not exceed $0.29 per share prior 1o the closing of the Merger.

Retail Segment

On April 6, 2015, CMS announced final 2016 Medicare benchmark payment rates and related technical factors
impacting the bid benchmark premiums, which we refer to as the Final Rate Notice. We believe the Final Rate
Notice, together with the impact of payment cuts associaled with the Health Care Refonn Law, quality bonuses,
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risk coding modifications, and other funding formula changes, indicated 2016 Medicarc Advantage funding
increases for us of approximately 1,0% on average. Although the overall rate adjustment is positive, geographic-
specific impacts may vary significantly from this average, particularly in Florida. We believe we have effectively
designed Medicare Advantage products based upon the applicable level of rate changes while continuing to
rempin competitive compared to both the combination of original Medicare with a supplement policy and
Medicare Advantage products offered by our competitors. Failure to execute these strategies may result in a
material adverse effect on our results of operations, financial position, and cash flows

In 2015, our Retad segment pretax income decreased by $409 million, or 30.5%, from 2014 primarily due to
higher Medicure Advantage and individual commercial medical benefit ratios year-over-year, inctuding the
impact of benefils expense associated with @ premium deficiency reserve for certain of our individual commercial
products for the 2016 coverage year as described further below and in the resulls of operations discussion that
follows. The higher benefit ratios were partially offsct by declines in the Retail segment operating cost ratios,
Medicarc membership growth, and higher investment income year-over-year

Individual Mcdicare Advantage operating results for 2015 included significant membership growth but were
ncgatively impacted by certain developments relsted to our product pricing assumptions for 2015 These
devclopments primarily related to lower-than-expected 2015 financial claim recovery levels (inctuded in medical
claims reserve development) and lower-thon-anticipated reductions in inpatient admissions, Claims data from the
fourth quarter of 2015 and early 2016 indicate that inpatient admissions continue to devclop favorably versus
expectations and claim recoveries have stabilized. We are closely monitoring these favorable trends

Operating results for our individual commercial medical business compliant with the Health Care Reform Law
have been challenged primarily due to unanticipated modifications in the program subsequent to the passing of
the Health Care Reform Law, resulting in higher covered population morbidity and the ensuing enroilment and
claims issues causing volatility in claims experience. The benefit ratios associated with many of our individual
commercial medical products, in particular Health Care Reform Law compliant offerings, significantly exceeded
prior cxpectations for fiscal year 2015, driven primarily by the on-going impact of the transitional policies,
special enrollment period exemptions associated with the program, and govemment-mandated product designs
that attracted higher-ulilizing members . Additionally, on Junc 30, 2015, CMS issued data with respect to the
reinsurance and risk adjustment premium stabilization programs for the 2014 plan year which indicated a
healthier risk profile comparison for our membership relative to siale averages than had been previously
anticipated. This resulted in adjustments to certain of the 3Rs during 2015,

We took 8 number of actions in 2015 to improve the profitability of our individual commercial medical business
in 2016,These actions were subject to regulatory restrictions in certain geographies and included premium
increases for the 2016 coverage year rclated generally to the first half of 2015 cleims experience, the
discontinuation of certain products as well as exit of certain markets for 2016, network improvements,
enhancements to claims and clinical processes and administrative cost control. Despite thess nctions, the
deterioration in the second half of 2015 claims experience together with 2016 open enroliment resulls indicating
the rctention of many high-utilizing members for 2016 resulted in a probable future loss. As a result of our
assessment of the profitability of our individuel medical policiés compliant with the Health Care Reform Law, in
the fourth quarter of 2015, we rccorded B provision for probable future losses (premium deficiency seserve) for
the 2016 coverage year of $176 million, or $0.74 per diluted commen share, The premium deficiency reserve
includes Lhe estimated benefit of approximately $340 million associated with risk corrider provisions expected
for the 2016 coverage year,

In light of the premium deficiency reserve recognized in the fourth quarter of 2015 for the 2016 coverape year,
results for this business for 2016 are expected 1o primarily include results associated with the wind-down of plans
that arc not compliant with the Health Care Reform Law, including the related release of policy reserves, ns well
ns indirect ndministralive costs associated with plans that are compliant with the Health Care Reform Law. We
ure continuing 1o evaluate our participation in the individual commercial medical line of business for 2017,
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Individual Medicare Advantage membership of 2,753,400 at December 31, 2015 increased 325,500 members, or
13 4%, from 2,427,900 ot December 31, 2014 reflecting net membership additions, particularly for our Health
Maintenance Organization, or IIMO, offerings, for the 2015 plan year. Jonuary 2016 individua! Medicare
Advantage membership approximated 2,811,000, increasing approximately 57,600 members, or 2%, from
December 31, 2015 reflecting net membership additions during the recently completed 2016 annual election
period for Medicare beneficiarics, For full ycar 2016, we anticipate net membership growth in our individual
Medicare Advantage offerings of 100,000 1o 120,000

Group Medicare Advantnge membership of 484,100 ot December 31, 2015 decrcased 5,600 members, or 1.1%,
from 489,700 at December 31, 2014, For full year 2016, we expect a net membership decline in our Group
Medicare Advantage offerings of 120,000 to 125,000 members primarily due to the loss of a lorge eccount that
converted to u private exchange offering. Approximately 50% of members from that nccount selected an
individual Humana offering for 2016, with the majority enrolling in a Medicare supplement plan,

Medicare stand-alone PDP membership of 4,557,900 at December 31, 2015 increased 563,900 members, or
14.1%, from 3,994,000 at December 31, 2014 reflecting net membership additions, primarily for our Humana-
Walmart plan offering, for the 2015 plan year. January 2016 Medicare stand-alone PDP membership (excluding
transitional growth from the LI-NET prescription drug plan program) increased approximately 240,000 members,
or 5%, from December 31, 2015 reflecting nct membership ndditions, primarily for our Humana-Walmart plan
offering, during the recently completed 2016 annual clection period for Medicare beneficiaries. For full year
2016, we anticipate net membership growth in our Medicare stand-alone PDP offerings of 300,000 to 330,000.

Our state-based Medicaid membership of 373,700 at Becember 31, 2015 increased 56,900 members, or 18.0%,
from 316,800 at December 31, 2014 primarily driven by the addition of members under our Florida Medicaid
contract,

Individual commercial medical membership of 1,057,700 at December 31, 2015 decreased 90,400 members, or
7 9%, from 1,148,100 at Deccmber 31, 2014 primarily reflecting the loss of approximately 150,000 members due
to termination by CMS for lack of proper cligibility documentation from the member as well 23 the loss of
members who had subscribed to plans that were not compliant with the Health Care Reform Law. These declines
were partially offset by an incrense in membership in plans that are compliant with the Health Care Reform Law,
primarily off-cxchange Individual commercial medical membership in plans compliant with the Health Care
Reform Law experienced growth in 2015, but at a lesser rate than in 2004, At December 31, 2015, individual
commercial medical membership in plans compliant with the Health Care Reform Law, both on-exchange and
off-exchange, was 757,900 members, an increase of 71,600 members or 10 4% from December 31, 2014,

We expect a nct decline in individual commercial medical membership (¢xcluding Medicarc Supplement) for full
year 2016 of 200,000 to 300,000, primarily reflecting increases in premiums as well as benefit redesigns that took
effect on Junuary 1, 2016. This membership expectation takes into account plans compliant with the Health Care
Reform Law, bolh on and off exchange, and legacy plans that arc not compliant with the Health Care Reform
Law Membership estimates for 2016 include the expectation of coverage termination by 50% to 60% of the
approximately 100,000 members impacted by plan discontinuances.

Group Segment

Group segment pretax income grew $107 smillion, or 70.9%, for the year ended December 31, 2045 primarily due
to improvement in the operating cost ratio partially offset by an increase in the benefit ratio as discussed in the
results of operations discussion that follows.

Membership in HumanaVitality®, our welincss and loyalty rcwards program, rose 2.0% to 3,932,300 at
Pecember 31, 2015 from 3,856,800 at Deccmber 31, 2014
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Healthcare Services Segment

«  Ycar-gver-ycar comparisons of rcsults of operations are impacted by the completion of the sale of Concentra on
June 1,2015.

+  As discussed in the detailed Healthcare Services segment results of operations discussion that follows, our
Healthcare Services segment pretax income increagsed $243 million, or 32,9%, for the year ended December 31,
2015, This increase was primarily due o higher earnings {rom our pharmacy solutions and home based services
businesses as they serve our growing Medicare membership. High levels of Medicare membership growth as well
as increased engagement of members in clinical programs have resulted in higher vsage of services across this
segment. In addition, improved opereting efficiency in the pharmacy business primarily was driven by lower cost
of goods associated with increased purchasing scale and lower cost-to-fill primarily due to improvements in
technology.

+  Programs 1o enhance the quality of care for members are key elements of our integrated care delivery model. We
have expanded our identification of and outreach to members in need of clinical intervention. At December 31,
2015, we chorolled approximately 590,300 Medicare Advantage members with complex chronic conditions in the
Humona Chronic Care Program, a 40.3% increase compared with approximately 420,700 members at
December 33, 2014, reflectimg enhanced predictive modeling capabilities and focus on proactive clinical outreach
end member engagement We believe these initiatives lead 1o better health outcomes far our members and lower
health care costs.

Health: Care Reform

The Health Care Reform Law enacted significant reforms to various aspects of the U.S. health insurance industry
Certain signiftcant provisions of the Health Care Reform Law include, smong others, mandated coverage requircments,
mandated benefits and guarantce issuance associated with commercial medical insurance, rebates to policyholders based
on minimum benefit ratios, adjustments to Medicare Advantage premiums, the establishment of federally-facilitated or
stnte-based exchanges coupled with programs designed to spread risk among insurers, and the introduction of plan designs
based on set actuorial values. In addition, the Health Care Reform Law established insurance industey assessments,
including an annual health insurance industry fee and a three-year 525 billion industry wide commercial reinsurance fee.
‘The ennuat heaith insurance industry fee levied on the insurance industry was $8 billion in 2014 and $11.3 billien in each
of 2015 and 2016, with increasing annual amounts thereafter, and is not deductible for income tax purposes, which
significantly increesed our effective income tax rate, Our effective tax rate for 2015 was approximately 47.5%, including
the favorable impact of the sale of Concentra on June 1, 2015, Our effective tax rate for 2016 is expected to be
approximately 49% to 51%, excluding the impact of transaction costs agsociated with the Merger. In 2015, we paid the
federal government $867 million for the annual health insurance industry fee, a 54.3% incrcase from $562 mitlion in 2014,
primarily reflccting an increase in the total industcy fee. We expect our portion of the annual health insurance industry fee
for 2016 to be higher than in 2015 given growth in our market sharc. The Consolidated Appropriations Act, 2016, enacted
on December 18, 2015, included a one-time one year suspension in 2017 of the health insurer fee, This will significantly
reduce our effective tax rate in 2017, The health insurance industry fee levied on the insurance industry was previously
expected to be $i4 billion in 2017.

1n addition, the Health Care Reform Law expands federal oversight of health plan premium rates end could adversely
affect our ability to appropriately adjust health plan premiums on a timely basis. Financing for these reforms comes, in
part, from material additionnl fees and taxes on us (as discussed above} and other health plans and individuals which
hegan in 2014, as well as reductions in certain levels of payments o us and other heatih plans under Medicare as described
in this 2015 10-K

As noled above, the Health Care Reform Law required the establishment of health insurance exchanges for
individuals and small employers to purchase health insurance that became effective January 1, 2014, with an annual open
enrollment peried. Insurers participating en the health insurance exchanges must offer a minimum level of benefits and are
subject to guidelines on setting premium rates and coverage limitations. We may be adversely selected by individuals who
have a higher acuity level than the anticipated pool of participamts in this market. In addition, the risk
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comider, reinsurance, and risk adjustment provisions of the Health Care Reform Law, esiablished to apportion risk for
insurcrs, may not be effective in appropriately mitigating the financial risks related to our products. In addition, regulstory
changes to the implementation of the Health Care Reform Lew that ellowed individuals 1o remain in plans that are not
compliant with the Health Care Reform Law or to enroll outside of the annual enroliment petiod may heve an adverse
effect on our pool of participants in the health insurance exchonge. In addition, states moy impose restrictions on our
ability to increase rates. All of thesc factors moy have a material adverse effect on our resulls of operations, financial
position, or cash flows if our premiums are not ndequate or do not appropriately reflect the acuity of thesc individuals,
Any varintion from our expectations regarding acuity, enrollment levels, adverse selection, or other assumptions used in
seiting premium rates could have a material adverse cffect on our results of operations, financial position, and cash flows
ond could impact our decision to participate or continue in the program in cerain states.

As discussed above, it is rensonnbly possible that the Health Care Refurm Law and related regulations, as well as
future legislative changes, including egistative restrictions on our ability to manage our provider netwaork or otherwise
operate our business, or regulatory restrictions on profilability, including by comparison of our Medicere Advantage
profitability to our non-Medicare Advantage business profitability and a requirement that they remain within certain
ranges of vach other, in the aggregate may have a material adverse ¢fTect on our results of operations (including restricting
revenue, carollment and premium growth in certain products and market segments, restricting our abitity to expand into
new markets, increasing our medical and operating costs, further lowering our Medicare payment rates and increasing our
expenses associated with the non-deductible health insurance industry fee and other assessments); our financial position
(including our ability to maintain the valuc of our goadwill); and our cash flows (including the delayed receipt of amounts
due under the commercial risk adjustment, risk corridor, and reinsurance provisions of the Health Care Reform Law).
During 2015, we received our interim settlement associated with our risk corridor receivables for the 2014 coverage year.
The interim settlement, representing only 12.6% of risk corridor receivables for the 2014 coverage yeer, was funded by
HHS in accordance with previous guidance, utilizing funds HHS collected from us and other carricrs under the 2014 risk
corridor program. The risk comridor program is a three year program end HHS guidance provides that risk corridor
collections over the life of the three year program will first be applicd to any shonfalls from previous benefit years before
application to current year obligations. Risk cormridor payables 1o issuers are obligations of tho United States Government
under the Health Care Reform law which requires the Secretary of HHS to make full payments to issuers. In the cvent of 2
shortfall et the end of the three year program, HHS has asserted it will explore other sources of funding for risk corridar
payments, subject to the availability of appropriations.

We intend for the discussion of our financial condition and results of operaticns that follows to assist in the
understanding of our financial statements and releted changes in certain key items in those financial statements from year
to year, including the primary factors that accounted for those changes. Transactions between reportable segments
primarily consist of sales of services rendered by our Healthcare Services segment, primarily pharmacy, provider, and
home based services as well as clinical programs, to our Retail and Group customers and are described in Note 17 to the
consolidated financial statements included in Item § Financial Statements and Supplementary Data in this 2015 10-K.
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Compurison of Resulis of Operations for 2015 snd 2014

Certain financial data on a consolidated basis and for our segments was as follows for the years ended December 31,

2015 and 2014;
Consolldated
Change
s W4 Dollary Percentage
(dotars in millions, excepl per
common shave results)
Revenues:
Premiums:
Retail s 45805 § 39452 § 6,353 16.1 %
Group 6,569 6,456 113 13%
Other Businesses 35 s1 {16) (31 4)%
Total premiums 52409 45,959 6,450 14 0%
Services;
Retail 9 39 {30} (76.9%%
Group 698 763 (65) (8.5)%
Healihcare Scrvices 685 1,353 {668) 49.4)%
QOther Businesses 14 9 5 556%
Total services 1,406 2,164 (758) (35.0)%
Investment income 474 377 97 257%
Total revenues 54,289 48,500 5,789 119%
Operating expenses:
Benefits 44,269 38,166 6,103 16.0%
Operating costs 7.318 7,639 (321) (4 2)%
Depreciation and amortization 355 333 22 6%
Total operating expenses 51,942 46,138 5,804 126%
Income from operations 2,347 2,362 (15) (0.6)%
Gain on sale of business 270 — 270 100.0 %
Interest expense 186 192 {6) (3.1)%
Income before income taxcs 2431 2,170 261 12.0%
Provision for income inxes 1,155 1,023 132 129 %
Net income s 1276 § 1,147 § 129 11.2%
Diluted eamnings per common share $ 844 § 736 S 1.08 14.7%
Bencfit ratio (a) 84.5% 83.0% 1.5%
Operaling cost ratio (b) 136% 15.5% (2.3)%
Effective tax rate 47 5% 47.2% 03%

(a)  Represents total benefits expense es a percentage of premivms revenue

(b)  Represents total operating costs, excluding depreciation and amortization, ns 2 percentage of total revenues less
investment income.

Summary

Net income was $1 3 billion, or $8 44 per diluted common share, in 2015 compared to $1.1 billion, or $7 36 per
diluted common share, in 2014, The completion of the sale of Concentra an June 1, 2015 resulted in an aftcr-tax gain
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of 31 57 per diluted common share in 2015, Excluding the impact of the sale of Concentra, the decrease primarify was due
to 1 decline in Retail scgment pretax results, including expense of $0.74 per diluted common share for a premium
deficiency reserve for certain of our individunl commercial medical products for the 2016 coverage year, and an increase
in the effective fax rote as discussed below These ilems were partially offset by year-over-year improvement in the Group
and leoltheare Services segment pretax resulls and higher investment income. In addition, 2085 includes expenses off
$0.14 per diluted comman share for transaction costs associated with the Merger, certain of which ore not deductible for
tax purposes. Net income for 2014 includes expenses of $0.15 per diluted common share associated with o loss on
extinguishment of debt for the redemption of certain senior notes in 2014, Year-over-year comparisons of diluted sarnings
per common share are alse favorably impacted by a lower number of shares used 1o compute diluted eamnings per common
share in 2015 rcflecting the impact of share repurchases,

Premiums Revenue

Consolidated premiums increased $6.5 bitlion, or 14.0%, from 2014 to $52.4 billion for 2015 primarily reflecting
higher premiums in both the Retail and Group scgments. These higher premiums were primarily driven by avempe
membership growth in the Retail segment and an increase in fully-insured group commercial medical per member
premiums in the Group scgment. Average membership is calculated by summing the ending membership for cach month
in a peried and dividing the result by the number of months in & period. Premiums revenue reflects changes in membership
and average per member premiums. [tems impacting avernge per member premiums include changes in premium rates a4
well os changes in the geographic mix of membership, the mix of product offerings, and the mix of benefit plans selected
by our membership

Services Revenue

Consolidated services revenue decreased $758 million, or 35.0%, from 2014 ta $1 4 billion for 20] 5 primarily due to
the completion of the sale of Concentra on June 1, 2015 as well as the loss of certain large group ASO accounts as a result
of continued discipline in pricing of services for self-funded accounts amid a highly competitive environment.

Investment Income

[nvestment income totaled $474 million for 2015, an increase of $97 million, or 25.7%, from 2014, primarily duc to
higher realized capital gains in 2015 as a result of the repositioning of our portfolie given rceent market volatility and
anticipated changes to intcrest rates, with higher average invested balances being substantially offzet by lower interest
rates,

Benefits Expense

Consolidated benefits expense was $44.3 billion for 2015, an increase of $6.1 billion, or [6 0%, from 2014 primarily
due 1o an increase in the Retail segment mainly driven by higher average Medicare Adventage membership and individual
commercial medical on-exchange and off-exchange membership in plans compliant with the Health Care Reform Law. As
more fully described herein under the section entitled “Benefits Expense Recognition”, actuarial standards require the use
of assumptions based on moderately adverse experience, which generally results in favorable reserve development, or
reserves that are considered redundanl. We cxperienced favorable medical claims reserve devclopment related to prior
fiscal years of $2356 million in 2015 and $518 million in 2014, The decline in prior-period medical claims reserve
development year over-year primarily was due to Medicare Adventage and individual commercial medical claims
development in the Retail segment a3 discussed further in the segment results of operations discussion that follows

The consolidated benefit ratio for 2015 was 84.5%, an incrcase of 150 besis points from 2054 primarily due to
increascs in the Retail segment, including the impact of a recognizing n premium deficiency reserve for certain of our
individual commercial medical products for the 2016 coverage year, and Group segment ratios as discussed in the segment
results of operations discussions that follows. The increase in benefits expense associated with the recognition of the
premium deficiency reserve increased the conselidated benefit ratio by approximately 30 basis points in 2015, Favorable
prior-period medical claims reserve development decreased the consolidated benefit ratio by approximately 50 basis
points in 2015 versus approximately 110 basis points in 2014,
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Operaring Costs

Our segments incur both direct and shared indirect operating costs. We allocate the indirect costs shared by the
sepments primarily as a function of revenues. As a result, the profitability of cach scgment is interdependent.

Consolidated operating costs decreased $321 million, or 4.2%, from 2014 to $7.2 billion in 2015 primarily due to cost
mansgement initiatives acrosa all lines of business as well as the completion of the sale of Concentra on June 1, 2015,
partially offset by increases in cosis mandated by the Health Care Reform Law, including the non-deductible health
insurance industry fee.

The consolidated operating cost ratio for 2015 was 13 6%, decreasing 230 besis points frem 2014 primurily due to
decreases in the operating cost rmtios in the Group and Retail segments reflecting cost management initintives, as well as
the completion of the sale of Concentra on June 1, 2015. Concentra carried a higher operating cust ratio,

Depreciation and Amortization

Depreciation and amortization for 2015 totaled $355 million, increasing $22 million, or 6.6% from 2014 reflecting
higher depreciation expense from capital expenditures,

Interest Expense

Interest expense was $186 million for 2015 compared to $192 million for 2014, a decrease of $6 million, or 3.1%,
primanly reflecting a higher average long-term debt balance due to the issuance of senior notes in September 2014,
partially offsel by the recognition of a loss on extinguishment of debt of approximately $37 million in Qctober 2014 for
the redemption of our $500 million 6.45% scnior unsecurcd notes due June 1, 2016,

Income Taxes

Our effective tax rate during 2015 was 47 5% compared to the effective tax rate of 47.2% in 2014, The increase in the
effective tax rate primarily was duc to an increase in the non-deductible health insurance industry fee from 2014,
substantially offset by the favorable tax effcct of the gain on the sale of Concentra. See Note 11 1o the consolidated
financial statements included in Item 8 - Financial Statements end Supplementary Data for 8 complete reconciliation of
the federal statutory rate to the effective tax rte. Our effective tax mte for 2016 is expecied to be approximately 49% (o
51%, excluding the impact of any non-deductible transaction costs associated with the Merger.
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Relail Segment
Chenge
2015 2014 Members Percentage
Membership:
Medical membership:
Individual Medicare Advantage 2,753,400 2,427 900 325,500 134%
Group Medicare Advantage 484,100 489,700 (5,600) (1.1%
Medicare stand-alone PDP 4,557,900 3,994,000 563,900 14.1%
Total Retail Medicare 7,795,400 6,911 600 883,800 128 %
Individual commercial (a) 1,057,700 1,148,100 (90,400) (79%
Sute-bagsed Medicaid 37,700 316,800 56,900 18.0%
Total Retail medical members 9,226,800 8,376,500 850,300 102%
individual specialty membership (b} 1,153,100 1,165,800 (12,700} {1.1)%

{2) Individuel commercial medical membership includes Medicare Supplement members.

(b) Specielty products include dentol, vision, and other supplemental health and financial protection products
Members included in these products may not be unique to each product since members have the ubility to enroll in
multiple producis.

Change
s 2014 Dollars Percenisge
{ia millions}
Premiums and Services Revenue:
Premiums:
Individual Medicare Advantage s 29,526 § 25782 § 3,744 145%
Group Medicare Advantage 5,588 5,490 98 1.8%
Medicare stand-alone PDP 3,846 3,404 442 13.0%
Total Retail Medicare 38,960 14,676 4,284 124%
Individual commercial 4,243 3265 978 300%
State-based Medicaid 2,341 1,255 1,086 86.5%
Individual specialty 261 256 5 20%
Total premiums 45,805 39,452 6,353 16.1%
Scrvices 9 9 (30) (76 9Y%
Total premiums and services revenue § 45814 % 39491 % 6,323 16 0%
Income before income taxes 5 930 § 1339 % (409) (30.5)%
Benefit ratio 86 7% B4 9% 18%
Operating cost ratio 11.2% 116% 04)%
Pretax Results

*  Retail sepment pretax income was $930 millien in 2015, a decrease of $409 million, or 30,5%, compared to 2014
primarily driven by an increese in the benefit ratio for 2015, including the impact of recognizing a premium
deficiency reserve of approximately $176 million for certain of our individual commercial medical products for
the 2016 coverage year, partielly offsct by a decline in the operating cost ratio, Medicare Advantage membership
growth, and higher investment income year-over-ycar,
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Enrollment

Individual Medicore Advantage membership increascd 325,500 members, or 13 4%, from December 31, 2014 to
December 31, 2015 reflecting net membership additions, particularly for our HMO offerings, for the 2015 plan
year

Group Medicare Advantege membership decreased 5,600 members, or 11%, from December 31, 2014 to
December 3§, 2015,

Medicare stand-alone PDP membership increased 563,900 members, or 14.1%, from December 31, 2014 to
December 31, 2015 reflecting net membership additions, primarily for our Humana-Walmart plen offering, for
the 2015 plan year.

Individual commercial medical membership decreased 90,400 members, or 7.9%, from December 31, 2014 1o
December 31, 2015 primarily reflecting the loss of approximately 150,000 members due to termination by CMS
for Jack of proper eligibility documentation from the member as well as the loss of members who had subscribed
1o plans that were not compliant with the Health Care Reform Law. These declines were partially offset by an
increase in membership in plans that are compliant with the Health Core Reform Law, primarily off-exchange

Stte-based Medicaid membership increased 56,900 members, or 18.0%, [rom December3i, 2014 to
December 31, 2015 primarily driven by the eddition of members under our Florida Medicaid contract.

Individuat specialty membership decreased 12,700 members, or 1.1%, from December 31, 2014 10 December 31,
2015 primarily driven by a membership decline in supplemental heslth and financial protection product and
vision offerings.

Premiums revenue

Retail segment premiums increased $6.4 billion, or 16 1%, from 2014 to 2015 primarily due to membership
growth across our Medicare Advantage, state-based Medicaid, and Medicare stand-alone PDP lines of busincas,
as well a5 a heavier percentage of individual commercial medical business in higher premium plans compliant
with the Health Care Reform Law_ Average Medicare Advantage membership increased 11.8% in 2015.

Benefits expense

The Retail segment benefit ratio of 86 7% for 2015 increased 180 basis points from 2014 primarily due to higher
than expected medical costs as compared to the assumptions used in our pricing, the recognition of & premium
deliciency reserve in the fourth quarter of 2015 for certain of our individual commerciat medical products for the
2016 coverage ycar, and unfavorable ycar-over-year comparisons of prior-period medical claims reserve
development as discussed below. In addition, the increase reflects higher benefit ratios associated with o greater
number of members from stale-based coniracts and the impact of the change in estimate for the 2014 net 3Rs
receivables in 2015, These items were partially offset by the impact of the increase in the health insurance
industry fee included in the pricing of our products, In addition, the 2015 period was favorably impacted by the
release of reserves for future policy benefils os individual commercial medical members transitioned to plans
compliant with the Health Care Reform Law.

We experienced higher than expected medica! costs as compared to the assumptions used in our pricing for 2015
primarily due to Jower-than-expecied 2015 Medicare Advantage financial claim recovery levels and lower-than-
anlicipated reductions in inpatient admissions, In addition, medical claims associated with certain individual
commercial medical products, in particular products compliant with the Health Care Reform Law, exceeded the
assumptions used when we set peicing for 2015, We took a number of actions in 2015 10 improve the profitability
of our individual commercial medical business in 2016, These actions were subject 1o regulatory restrictions in
certain geographies and included premium increases for the 2016 coverage year related generally 1o the first half
of 2015 claims experience, the discontinuation of ccrtain products as well as exit of certain markets for 2016,
network improvements, enhancements to claims and clinical processcs and
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administrative cost control. Despite these actions, the deterioration in the second half of 2015 claims experience
together with 2016 open enrollment resulis indicating the retention of many high-utilizing members for 2016
resulted in a probable future loss. As a result of our essessment of the profitability of our individual medical
palicics compliant with the Health Care Reform Law, in the fourth quarter of 2015, we recorded n provision for
probable future Yosscs (premium deficiency reserve) for the 2016 coverage year of $176 million. ‘Fhe increase in
benefils expense associated with the recognition of the premium deficiency rescrve increased the Retail sepment
bencfit ratio by approximately 40 basis points in 2015,

«  The Retail segment’s benefits expense for 2015 included the beneficial effect of $228 million in lavorable prior-
ycar medicat claims reserve development versus 3488 million in 2014, This favorable prior-year medical claims
reserve development decreascd the Retail segment beacfit ratio by approximately 50 basis points in 2015 versus
approximately 120 basis poinis in 2014 The year-over-ycar decline in prier-period medical claims reserve
development primarily was due to the impact of lower financial claim recaveries due in part to our grodual
implementation during 2014 of inpatient authorization review prior to admission as opposed to post adjudication,
a3 well ag higher than expecled flu associated claims from the fourth quarter of 2014 and continued volatility in
¢laims associnted with individual commercial medical praducts

Operating costs

¢ The Retail segment operating cost catio of 11 2% for 2015 decresscd 40 basis points from 2014 primarily
reflecting administrative cost cificiencies associated with medical membership growth in the segment and other
discretionary cost reductions, partially ofTset by the increase in the non-deductible health insurance indusiry fee.
The non-deductible health insurance industry fee increased the operating cost ratio by approximately 160 basis
points in 2015 as compared to 120 basis points in 2014,

Group Segmert
{hnnge
2015 2014 Memk Py L
Membership:
Medical membership:
Fully-insured commercial group 1,178,300 1,235,500 (57,200) (4 6)%
ASO 710,700 1,104,300 (393,600) (35.6Y%
Military services 3,074,400 3,090,400 (16,000) {0.5Y%
Total group medicat members 4,563,400 5,430,200 (466,800) {(8.6)%
Group specialty membership (o) 6,068,700 6,502,700 (434,000) {6.7%%

(a) Specialty products include dental, vision, ond other voluntary benefit products. Members included in these
products may not be unique to cach product since members have the ability to enroll in multiple products.
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Change
08 2014 Dollars Percenisge
{in millions)
Premiums and Services Revenue:
Premiums:

Fully-insured commercial group $ 5493 8 5339 3 154 29%
Group specialty 1,055 1,098 (43} (A%%
Military services 21 19 2 10.5%
Total premiums 6,569 6,456 13 1.8%
Services 698 763 (65) (8.5)%
Total premiums and services revenue 3 7267 $ 7219 § 48 07%
Income before income taxes 5 258 § 151 % 107 709%
Benefit ratio 80 2% 795% 07%
Operating cost ratio 24 0% 26.5% (2.5%%

Pretax Results

*  Group scgment pretax income increased $107 million, or 709%, to $258 miltion in 201§ primarily reflecting
improvement in the operating cost ratio partially offset by an increase in the benefit ratio as discussed below,

Enroliment

= Fully-insured commercial group medical membership decreased 57,200 members, or 4 6% from December 31,
2014 reflecting lower membership in beth large and small group accounts.

+  Group ASO commercial medical membership decreased 393,600 members, or 35 6%, from December 31, 2014
to December 31, 2015 primarily due to the loss of cerain large group nccounts as a result of continued discipline
in pricing of services for sclf-funded accounts amid a highly competitive environment.

*  Group specialty membership decreased 434,000 members, or 6 7%, {rom December 31, 2014 to December 31,
2015 primarily due to the loss of certain fully-insured group medical accounts that aiso had speciaity coverzge,

Premiwmns revenue

*  Group segment premiums increased $§13 million, or 1.8%, from 2014 10 2015 primarily due to an increasc in
fully-insured commercial medical per member premiums partially offset by a net decline in fully-insured
commercial medical membership.

Services revenue

«  Group segment services revenue decreased $65 million, or 8.5%, from 2014 to 2015 primarily due to a decline in
group ASO commercial medical membership,

Benefits expense

+  The Group scgment benefit ratio increased 70 basia points from 79.5% in 2014 to 80.2% in 2015 primarily
reflecting the impact of higher specialty drug costs, net of rebates, as well as higher cutpatient costs and lower
prior-period medical claims reserve development, partizlly offset by an increasc in the non-deductible health
insurance industry fee included in the pricing of our products.

»  The Group segment's benefits expense included the beneficial effect of $7 million in favorable prior-year medical
claims reserve development versus $29 million in 2014 This fuvorable prior-year medicel claims rescrve
development decreased the Group scgment benefit ratio by approximaiely 10 basis points in 2015 versus
approximately 40 basis points in 2014, The year-over-year decline in favorable prior-period medical
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claims reserve development primarily was due to a celatively small number of higher severity claims in the 2015
period associated with prior periods.

Operating costs

+ The Group segment operating cost ratio of 24.0% for 2015 decreased 250 basis pointa from 26.5% for 2014,
reflecting a decline in our group ASC commercial medical membership which carries a higher operating cost
ratio than our fully-insured commercial medical membership, as well es operating cost efficicncies associated
with our fully-insured business. Operating cost efTiciencies were the result of both sustaingble cost reduction
initiatives and discretionary reductions. These declines were partially offset by the impact of an increase in the
non-deductible bealth insurance industry fee. The non-deductible health insurance industry fee increased the
opetating cost ratio by approximately 140 basis points in 2015 as compared 1o 100 basis points in 2014,

Healthcare Services Segment

Chsnge
1015 014 Dallars Percentage
{in millions)
Revenues:
Services:
Provider services $ 515 % LI4T § (632) (35.1)%
Home bascd services 140 107 33 308%
Pharmacy solutions 0 99 (69) (69.7)%
Total services revenues 685 1,353 (668) (49.4)%
Intersegment revenues:
Pharmacy solutions 20,551 16,905 3,646 216%
Provider services 1,291 1,149 142 124%
Home based scrvices 875 585 290 496 %
Clinical programs 203 208 (5) (2.4)%
Tota) intersegment revenues 22,920 18,847 407 216%
Tolal services and intersegment revenues  § 23605 8 20,200 § 3,405 169%
Income before income taxes $ 981 § 738 % 243 329%
Operating cost ratio 95.2% 95.6% (04)%
Pretax resulls

*  Healthcarc Services segment pretax income of $981 mitlion for 2015 increased $243 million, or 32.9%, from
2014 primarily due to higher camings from our pharmacy solutions and home besed services businesses s they
serve our growing Medicare membership

Script Volunie

* Humana Pharmacy Solutions® script volumes for the Rctail and Group scgment membership increased to
approximately 398 million in 2015, up 21% versus scripts of approximately 329 million in 2014. The increase
primarily reflects growth associated with higher nverage medical membership for 2015 than in 2014

Services revenue
+  Scrvices revenue decreased $668 million, or 49.4%, from 2614 to 3685 million for 2015 primarily due to the

completion of 1he sale of Concentra on June 1, 2015
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Interseginent revenues

+  Intersegiment revenues increased $4.1 billion, or 21.6%, from 2014 to $22.9 billion for 2015 primarily due to
growth it our Medicare membership which resulied in higher utilization of our Healthcare Services segment
businesses,

Operating costs

*  The Healthcare Services segment opereting cost ratio of 95.2% for 2015 decreased 40 basis points from 95.6%
for 2014 primarily due to lower operating cosis in our pharmacy business together with discretionary cost
reductions across the segment, partially offset by the increading percentage of pharmacy business sssociated with
lower margin specialty drugs. Improving operating efficiency in the pharmacy business was primerily driven by
lower cost of goods associated with increased purchasing scale end lower cost-to-{ill primarily due to
jmprovements in technology.
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Comparison of Results of Operations for 2014 and 2013

Certain financial data on 8 consolidated basis and for our segments was as follows for the years ended December 31,

2014 and 2013:
Consolidated
Change
2014 2013 Dollurs Percentapge
(dodars in milliony, except per
tomieon share resuits)
Revenues:
Premiums;
Retail $ 39452 8 3922 $ 7,530 236%
Group 6,456 6,237 219 15%
Other Businesscs 51 670 (619) (92.4)%
Total premiums 45,959 38,829 7,130 184 %
Services:
Retail 39 18 2] 1i6.7%
Group 763 735 28 &%
Healthcare Services 1,353 1,350 3 02%
Other Businesses 9 6 3 500%
Total services 2,164 2,109 55 26%
Investment income n 375 2 05%
Total revenues 48,500 41,313 7.187 17.4 %
Operating expenses:
Benefits 38,166 32,564 5,602 172%
Operating costs 7,639 6,355 1,284 202%
Depreciation and amortization 333 333 — — %
Total operaling expenscs 46,138 39,252 6,836 175%
income (rom operations 2,362 2,061 301 146%
Interest expense 192 140 52 371 %
income before income taxes 2,170 1,921 249 13.0%
Provision {or income taxes 1,023 690 333 483 %
Net income 3 1,147 § 1,231 § (B4) (6 8)%
Diluted eamings per common share s 736 $ 773§ 037 {4.8)%
Benefit ratio (a) 83.0% 83.9% {0 9)%
Operating cost ratio (b) 15.9% 15 5% 04%
Effective tax rate 47.2% 359% 11.3%

(a) Rcpresents total bencfits expense as a percentage of premiums revenue,
(b) Represents total operaling costs, excluding depreciation and amortization, a3 a percentage of totol revenues less
invesiment income
Summary

Net income was $1.1 billion, or $7.36 per diluted coromon share, in 2014 compared to $1.2 billion, or $7 73 per
diluted common share, in 2013 Net income for 2014 includes expenses of $0.15 per diluted common share associated
with a loss on extinguishment of debi for the redemption of certain senior notes in 2014 and net income for 2013 includes
benefits expense of $0 99 per diluted common share for reserve strengthening associated with our closed-
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block of long-teom cate insurance policies included with Other Businesses as discussed in Note 18 to the consolidated
financial statements included in ltem 8. — Financial Statements and Supplementary Data as well as the benefit of n
reduction in benefits cxpense in 2013 related to a favorable settlcment of contract claims with the DoD. Excluding thesc
items, the increase in net income primarily resulted from higher pretax income in our Healthcure Services segment
substantially offset by lower pretax income in our Retail and Group segments. In addition, 20t4 was favorably impacted
by a lower number of shares used to compute diluted camings per common shere reflecting the impact of share
repurchases.

Premiums Revenue

Consolidated premiums increased $7 1 biltion, or 18.4%, from 2013 10 $46.0 billion for 2014 primarily due to
increases in both Retail and Group segment premiums mainly driven by higher average individual and group Medicare
Advantage membership as weli as higher individual commercial medical membership. In addition, year-over-ycar
comparisons 10 2013 were negatively impacted by sequestration which became effective April 1, 2013. Premiums revenue
for aur Other Businesses declined primarily due to the loss of our Puerto Rico Medicaid coniracts effective September 30,
2013,

Services Revenue

Consolidated services revenue increased $55 million, or 2.6%, from 2013 to $2.2 biltion for 2014 primarily due to an
increase in services revenue in our Retail segment due to the acquisition of American Eldercare in September 2013.

Investment Income

Tnvestment incomue totaled 3377 million for 2014, an increase of $2 million from 2013, as higher avcrge invested
balances were partially offsct by fower interest rates.

Benefits Expense

Consolidated benefits expense was $38.2 biflion for 2044, an increass of $5 6 billion, or 17.2%, from 2013 primarily
due to increases ity both the Retail and Group segments mainly driven by higher average individual and group Medicare
Advantage membership as well as higher individual commercial medical membership We experienced favorable medical
claims reserve development related to prior fiscal years of $518 million in 2014 and $474 million in 2013 These increases
in favorable medical claims reserve development primerily resulted from increased membership and better than originaily
expected utilization across most af our major business lines and increased financial recoverics, The increase in financial
recoveries primarily resulted from claim audit process enhancements as well as increased volume of claim audits and
expanded audit scope All lines of business benefited from these improvements.

The consolidated benefit ratio for 2014 was 83.0%, a decrease of 90 basis points from 2013 primarily due to reserve
strengthening in 2013 associated with our closed-block of long-tenn care insurance policics included with Other
Businesses as discussed sbove, as well as the loss of our Medicaid contracts in Puerto Rico effective September 30, 2013
which more than offsct higher ratios year-over-yesr in the Retail and Group segments.

Operating Costs

Qur sepments tncur both direct and shared indirect operating costs. We allocate the indircct costs shared by the
segments primarily as a function of revenues. As a result, the profitability of each segment is interdependent.

Consolidated operating costs increascd $1,284 million, or 20 2%, in 2014 compared to 2013 primarily due to costs
mandated by the Health Care Reform Law, including the non-deductible health insurance indusiry fee, and investinents in
health care exchanges and state-based contracts, partially offset by operating cost efficicncies

The consolidnted operating cost ratio for 2014 was 15.9%, increasing 40 basis points from 2013 primarily due to
increases in the operating cost ratios in our Retail and Group segments duc to the same factors impacting consolidated
operating costs o9 described above
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Depreciation and Amortization
Depreciation and amortization for 2014 totaled $333 million, unchanged from 2013.
Interest Expense

Interest cxpense was $192 million for 2014 compared to $140 million for 2013, an increase of $52 million, or 37.1%
In September 2014, we issued $400 million of 2 625% senior notes due October 1, 2019, $600 million of 3.85% senior
notes due October 1, 2024 and $750 million of 4.95% senior notea due October |, 2044, In October 2014, we rcdeemed
the $500 million 6.45% senior unsecured notes due June 1, 2016, at 100% of the peincipal amount plus applicable
premium for eorly redemption and accrued and unpaid interest to the redemption date, We recognized o loss on
extinguishment of debt of approximately $37 million in October 2014 for the redemption of these notes.

Income Taxes

Qur effective tax rate during 2014 was 47 2% compared to the effective tax rate of 35.9% in 2013. The non-
deductible nature of the health insurance industry fee levied on the insurance industty beginning in 2014 as mandated by
the Health Care Reform Law increased our effective tax rate by approximately 9.4 percentage points for 2014,

Retall Segment
Change
2014 2013 Memb P r
Membership:
Medical membership:
Individual Medicare Advantage 2,427,900 2,068,700 359,200 17 4%
Group Medicare Advantage 489,700 429,100 60,600 14.1%
Medicare stand-alonc PDP 3,994,000 3,275,900 78,100 219%
Total Retail Medicare 6,911,600 5,773,100 1,137,900 19.7%
Individual commercial (&) 1,148,100 600,100 548,000 91.3%
State-based Medicaid 316,800 85,500 231,300 270.5%
Total Reteil medical members 8,376,500 6,459,300 1,517,200 20.7%
Individual specialty membership (b) 1,165,800 1,042,500 123,300 11.8%

{a) Individual commercial medicel membership includes Medicare Supplement members,

(b) Specialty products include dental, vision, and other supplemental health and financisl protection products
Members included in these products may not be unique to cach product since members have the ability to enroll in
multiple products
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Change
2014 2013 Dollars Percenlage
{in millions)
Premiums and Services Revenve:
Premiums:

Individuzl Medicare Advantage 3 25782 § 22481 % 3,301 14.7 %
Group Medicure Advantage 5,490 4,710 780 16.6 %
Medicare stand-alone PDP 3,404 3,033 3n 122 %
Total Retail Medicare 34,676 30,224 4,452 147 %
Individual commercial 3,265 1,160 2,105 181.5%
State-based Medicaid 1,255 328 927 2826 %
Individual specialty 256 210 46 219%
Totel premiums 39,452 31,922 7,530 236%
Services 39 18 21 116 7%
Total premiums and services revenue  § Iv4e1 0§ 31940 § 7,551 23.6%
lncome before income taxes $ 13319 § 1490 $ (151} (10.1)%
Benefit ratio 84.9% 851% (0.2)%
Opereating cost ratio 11 6% 10.1% 1.5%

Pretax Results

*  Retail segment pretax income was $1.3 billion in 2014, a decrease of $151 million, or 10 1%, compared to 2013
primarily driven by investment spending for health care exchanges and state-based contracts and higher specialty
prescription drug costs essociated with & new treatment for Hepatitis C, partially offset by Medicare Advantage
and individual commercial medical membership growth as well as increased membership in our clinical
programs,

Enrollment

»  Individual Medicare Advantage membership incrcased 359,200 members, or 17 4%, (rom December 31, 2013 to
December 31, 2014 reflecting net membership additions, particularly for our HMO offerings, for the 2014 plan
year

*  Fully-insurcd group Medicare Advantage membership increased 60,600 members, or 14.1%, from December 31,
2013 to December 31, 2014 primarily due to the addition of a new large group account.

+  Medicare stand-alone PDP membership increased 718,100 members, or 21 9%, from December 31, 2013 to
December 31, 2014 reflecting net memberabip additions, primarily for our Humana-Walmart plan offering, for
the 2014 plan ycar,

« Individual commercial medical membership increased 548,000 members, or 91.3%, from December 31, 2013 to
December 31, 2014 primarily reflecting new sales, both on-exchange snd off-exchanpe, of plans compliant with
the Health Carc Reform Law.

»  Sinte-based Medicaid membership increascd 231,300 members, or 270 5%, from December 31, 2013 to
December 31, 2014 primarily driven by the addition of members under our Florida Medicaid and Florida Long-
Term Support Services contracts as well as 18,300 dual eligible members from state-based contracts in Virginia

and {llinais.
+ Individual specialty membership increased 123,300 members, or 11.8%, from December3], 2013 to
December 31, 2014 primarily driven by increased membership in dental and vision offerings,
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Premiuins revenue

Retail segment premiums increased $7.5 bitlion, or 23.6%, from 2013 to 2014 primarily due to membership
growth across all lines of business, particularly for our Medicare Advantage, individual commercial medical,
primarily on the health care exchanges, and state-based Medicaid businesses. Individual Medicare Advantage
average membership increased 16.6% in 2014. Individual Mcdicare Advantage per member premiums decreased
approximately | 7% in 2014 compared to 2013, primarily due to Medicare rate reductions and the impact of
sequestration which became effective on April 1, 2013

Benefits expense

The Retail segment benefit ratio of 84.9% for 2014 decreased 20 basis points from 2013 primarily due to
incrcased membership in our clinical programs and the inclusion of the health insurance industry fee in the
pricing of our products, partially offset by higher specialty prescription drug costs associated with a new
treatment for Hepatitis C, higher planned clinical investment spending, and higher benefit ratios associated with
members from state-based contracts,

The Retail segment’s benefits expense for 2014 included the beneficint effect of $488 million in favorable prior-
year medical claims reserve development versus $428 million in 2013, This favorable prior-year medical claims
reserve development decreased the Retail segment benefit ratio by approximately 120 basis points in 2014 versus
approximately 130 basis points in 2013,

Operating costs

The Retail segment operating cost ratio of 11.6% for 2014 increased 150 basis points from 2013 primarily dus to
the non-deductible health insurance industry fee mundated by the Health Care Reform Law and investment
spending for health care exchanges and state-based contracts, partially offset by scale efficiencies from Medicare
ond individual commerciel medical membership growth.

Group Segment
Change
2014 2013 Members Percentage
Membhership:
Medicat membership:
Fully-insured commercial group 1,235,500 1,237,000 (1,500) (0.1)%
ASO 1,104,300 1,162,800 (58,500) (5.0)%
Military scrvices 3,090,400 3,101,800 (11,400) 0.4)%
Total group medical members 5,430,200 5,501,600 (71,400) (1.3)%
Group specialty membership (a) 6,502,700 6,780,800 (278,100) 4.1%

(n} Specialty products include dental, vision, and voluntary benefit products. Members included in these products may

not be unique to each product since members have the ability to enroll in multiple products
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Change
20014 23 Dalsrs Percentuge
{in millions)
Premiums and Services Revenue:
Premiums;
Fully-insured commercial group $ 5339 § 5HT § 222 43%
Group specialty 1,008 1,095 3 03%
Militery services 19 25 {6) (24 0%
Tota! premiums 6,456 6,237 219 35%
Services 763 735 28 38%
Totel premiums and services revenue  § 7219 § 6972 % 247 5%
Incomse before income taxes 3 151 § 240 § (89) (37.1%
Benefit ratio 79.5% 71.1% 1.8%
Operating cost ratio 26.5% 26.5% —%
Pretax Results

+  Group segment pretnx income decreased $89 million, or 37.1%, to $151 million in 2014 primarily reflecting
higher utilization, mainly due to higher speciaity prescription drug costs associated with a new treatment for
Hepatitis C, 25 well as the continuing impact of transitional policy changes which allowed individuals to remain
in plans not compliant with the Health Care Reform Law.

Enrollment

+  Fully-insured commercial group medical membership decreased 1,500 members, or 0.1% from December 31,
2013 a3 an incrense in small group business membership wes generally offset by lower membership in large
group accounts, Approximately 65% of our fully-insured commercial group medical membership was in small
group accounts at December 31, 2014 compared 1o 61% at December 31, 2013,

»  Group ASO commercial medical membership decreased 58,500 members, or 50%, from December 31, 2013 to
December 31, 2014 primarily due to continued pricing discipline in a highly competitive environment for self-
funded accounts

»  Group specialty membership decrensed 278,100 members, or 4 1%, from December 31, 2013 ta December 31,
2014 primarily duc to declines in dental and vision membership rclated to our planned discontinuance of certain
unprofitable product distribution partnerships.

Premiums revenue

*  Group segment premiums increased $215.0 million, or 3 5%, from 2013 to 2014 primarily due to higher fully-
insured commercial group medical premiums per member that more than offset a slight decline in 1otal
membership for this segment

Benefits expense

*  The Group scgment benefit ratio increased 130 basis points from 77.7% in 2013 to 79.5% in 2014 primarily due
to higher utilization, mainly due to higher specialty prescription drug costs associated with & new treatment for
Henpatitis C, as well a3 the continuing impact of transitional policy changes, partially offset by the inclusion of the
health insurance industry fee and other fees mandated by the Health Care Reform Law in our pricing.

+  The Group segment’s benefits expense included the beneficial effect of $29 million in favocable prior-year
medical claims reserve development versus $42 miflion in 2013, This favorable prior-ycar medical clzims reserve
development decreased the Group sepment benefit ratio by approximately 40 basis points in 2014 versus
approximately 70 basis points in 2083,
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Operating costs

*  The Group segment operating cost ratio of 26.5% was unchanged from 2013, reflecting the impact of the non-
deductible health insurance industry fee and other fees mendated by the Health Care Reform Law as well as o
higher percentage of small group commercial business which carries a higher opersting cost ratio than large
group business, offset by operating cost efficicneies.

Healthcare Services Segmeny

Chunge
2014 2013 Dollurs Percentage
{in millfoms)
Revenues:
Services:
Peovider services $ 1,147 § L19s $ (48) (4.00%
Home besed services 107 94 i3 138%
Pharmacy solutions 99 59 40 67.8%
Clinical programs = 2 (2) (100 0)%
Tetal services revenues 1,353 1,350 3 02%
Intersegment revenues:
Pharmacy solutions 16,905 13,079 3,826 293%
Provider services 1,149 1Li02 47 43%
Home based scrvices 585 326 259 79.4 %
Clinical programs 208 186 2 1.8%
‘Total intersegment revenues 18,847 14,693 4,154 283 %
Total services and intersegment revenues  $ 20200 §$ 16043 § 4,157 259%
Income before income taxes s 738 3 520 3§ 218 419%
Operating cost ratio 95.6% 95 8% (0.2)%
Pretax results

+  Healthcarc Services segment pretax income of $738 million for 2014 increesed $218 million from 2013, The
increase is primerily due to a decline in the operating cost ratio in 2004 on s revenue base that reflects growth
from our pharmacy solutions and home based services businesses as thcy serve our growing Medicare
membership.

Seript Volume

« Humana Pharmacy Solutions® script volumes for the Retail and Group scgment membership increased to
approximately 329 million in 2014, up 20% versus scripts of approximately 274 million in 2013. The increase
primarily reflects growth associated with higher average medical membership for 2014 than in 2013,

Services revenue

¢+ Services revenue for 2014 were relotively unchanged from 2013, increasing $3 million, or 0.2%, to $1 4 billion
for 2014,

00064



10-K Pape 65 of 157

!mersegmem revenues

+  Intersepment revenues increased $4.2 billion, or 28 3%, from 2013 to $18 8 billion for 2014 primarily due to
growth in our Medicare membership which resulted in higher utilization of our pharmacy solutions and home
based services businesses.

Operating costs

*  The Henlthcare Services segment operating cost ratio of 95.6% for 2014 decreased 20 basis points from 95.8%
for 2013 primarily due to an improvement in the rtio for our pharmacy solutions business partially ofTset by our
investment in home based services and other businesses across the segment.

Other Buslnesses

Our Other Businesses pretax income of $1 million for 2014 compared to a pretax loss of $289 million for 2013, The
pretax loss in 2013 included nct expense of $243 million for reserve strengthening for our closed-block of long-tetm care
insurance policics further discussed in Note 18 to the consolidated financial siatements included in ltem 8 - Financial
Staternents and Supplementary Data. Ycar-over-year comparisons also reflect the loss of our Medicaid contracts in Puerio
Rico effective Scptember 30, 2013,

Liquidity

The Merger Agrecment includes customary restrictions on the conduct of our business prior to the completion of the
Merger, generally requiring us to conduct our business in the ordinary course and subjecting us to a variety of specificd
limitations absent Actna's prior written consent. Historically, our primary sources of cash have included receipts of
premiums, services revenue, and investment and other income, as well as pruceeds from the sale or maturity of our
investment securities, borrowings, and proceeds from sales of businesses, Our primary uses of cash historically have
included disbursements for claims payments, operating costs, interest on borrowings, taxes, purchases of investment
securities, acquisitions, capital expenditures, repayments on borrowings, dividends, and share repurchases. Becausc
premiums generally are collected in advance of claim payments by n period of up to several months, our business
normally should producc positive cash flows during periods of increasing premiums end enrollment. Conversely, cash
flows would be nepatively impacted during periods of decreasing premiums and ensoliment. From peried to period, our
cash Aows may also be affected by the timing of working capital items including premiums reccivable, benefits payable,
ond other receivables ond payables Our cash flows are impacted by the timing of payments to and receipts from CMS
associated with Medicare Pact D subsidies for which we do not essume risk. The use of operating cash flows may be
limited by regulatory rcquirements of statc departments of insurance (or comparable siate regulators) which require,
among other items, that eur regulated subsidiatics maintain minimum levels of capita) and seck approval before paying
dividends from the subsidiarics to the parent. Qur use of operating cash flows derived from our non-insurance subsidiaries,
such as in our Hesalthcare Services segment, is generally not resiricied by state departments of insurance (or comparable
state regulators).

The eflect of the commercial risk adjustment, risk comidor, and reinsurance provisions of the Health Care Reform
Law impact the timing of our operating cash flows, us we build receivables for ench coverage year that are expecied to be
collected in subsequent coverage years. On Junc 30, 2015 we received notification from CMS of risk adjusiment and
reinsurance setticment omounts for 2014, During 2015, we collected $392 million net for risk adjustment and reinsurance
recoverable scttlements nssociated with the 2014 coverage year. In addition, during 2015, we received our interim
settiement associaled with our risk corridor receivables for the 2014 coverage year. The interim settlement, representing
only 12,6% of risk corridor rcceivables for the 2014 coverage year, was funded by HHS in accordance with previous
guidance, utilizing funds HHS collected from us and other carriers under the 2014 risk corridor program. We collected
$25 million nct of payments for risk corridor associated with the 2014 coverage year during 2015. HHS provided guidance
under the three year risk corridor program that future coliections will first be applied to eny shortfalls from previous
coverage years before application to current year obligetions Risk corridor payables to issuers arc obligations of the
United Statcs Government under the Health Care Reform law which requires the Sceretary of HHS to make full payments
to issuers. in the event of a shortfall ot the cnd of the three year program, HHS has asserted it will explore other sources of
funding for risk cerridor payments, subject to the availability of appropriations, The
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remaining nct recaivable balance associated with the 3Rs was approximately $982 million mt December 31, 2015,
including $21% million related to the 2014 coverage year, and 3679 million 8t December 31, 2014, Any emounts
receivable or payable associated with these risk limiting programs may have an impact on subsidiary Jiquidity, with any
tempaorary short{alls funded by the parent company.

For additional information on our liguidity risk, please refer to Item 1A. — Risk Factors in this 2015 Form 10-K.
Cash and cash equivalents increaged to $2.6 billion at December 31, 2015 from $1.9 billion at December 31, 2014,

The change in cash and cash equivalents for the years ended December 3E, 2015, 2014 and 2013 is summarized as
follows:

2015 2014 2013
{in millions)
Net cash provided by operating activitics s 868 § 1618 § 1,716
Net cash provided by {uscd in) investing activities 320 {63) (1,182)
Net cash used in financing activities (552) (758) (702)
Increase {dcereaze) in cash and cash equivalents $ 636 $ 9 3 {168)

Cash Flow from Operating Actlvitles

The change in operating cash flows over the three year period primarily results from the comresponding change in
earnings, enrollment activity, and the timing of working capital items as discussed below. The lower operating cash flows
in 2015 primarily refiect the effect of significant growth in individunl commercial medicel and group Medicare Advantage
membership in 2014 and changes in the timing of working capital items rcinted to the growth in our pharmacy business.
Operating cash flows for 2014 were favorably impacted and conversely operating cash flows for 2015 were negatively
impacted from the typical pattern of claim payments that lagged premium receipts related to new membership in 2014
Individual commercial medical added 548,000 new members in 20t4 compared to a decling of 90,400 members in 2015
Likewise, group Medicare Advantage added 60,600 new members in 2014 compared to a decline of 5,600 members in
2015. In addition, 2015 and 2014 operating cash flows were impacted by increased receivables associated with the 3Rs.

The most significant drivers of changes in our working copilal are typically the timing of payments of benefits
expense and receipts for premiums. We illustrate these changes with the following summarics of benefits payable and
receivables
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The dctail of benefits payable was as follows at December 31, 2015, 2014 and 2013:

Change
2015 4 2013 015 2014 013
{in millions)
IBNR (1) $§ 370 § 3254 & 2586 % 476 $ 668 $ M
Reported claims in process (2) 600 475 381 125 94 ]
Premium deficiency rescrve (3) 176 — e 176 - -
QOther benefits payable (4) 470 746 926 (276) {180) 14
Total benefits payable $§ 4976 § 4475 § 3,893 501 582 114
Payables from acquisition - — 5

Change in benefits payable per cash
{low statement resulting in cash
from opcrations $ 501 $ 582 % 109

(1) IBNR represents an estimate of benefits payable for claims incurred but not reported (IBNR) at the balance sheet
date and includes unprocessed claim inventories. The level of IBNR is primarily impacted by membership levels,
medical ¢laim trends and the receipt cycle time, which represents the length of time between when a claim is
initially incurred and when the claim form is received (i ¢. a shorter time span resulls in a lower IBNR)

(2) Reporicd claims in process represents the estimated valuation of processed claims that arc in the post claim
adjudication process, which consists of administrative functions such as audit and check batching and handling, as
well 85 amounts owed to our pharmacy bencfit administrator which fluctuate due to bi-weekly payments and the
month-end cutoff.

{3) Premium deficicncy reserve recognized in 2015 for our individual commercial medical business compliant with
the Health Care Reform Law associated with the 2016 coverage year.

(4) Other benefits payable include amounts owed to providers under capitated and risk sharing arrangements

The increases in benefits payable in 2015 and 2014 largely were due to on increase in IBNR IBNR increased during
2015 primarily as o result of individual Medicare Advantuge membership growth while during 2014 IBNR also increased
as a result of individual Medicare Advantage membership growth as well as significant growth in individual commercial
medical and group Medicare Advantage membership. As discussed previously, our cash flows are impacied by changes in
cnrollment. Tn 2014 {the first year plans compliant with the Health Care Reform Law were effective), membership in new
fully-insured individual commercial medical plans compliant with the Health Care Reform Law grew as compared with a
decline in membership in these plans in 2015. Similarly, growth in group Medicare Advantage membership in 2014
favorably impacted the 2014 cash flows while a decline in group Medicare Advantage membership in 2015 negatively
impacted the 2015 cash flows.

In addition, the increase in benefits paynble in 2015 reflects the recognition of a premium deficiency reserve
associated with our individua! commercial medical products compliant with the Heatth Care Refonn Law for the 2016
coverage year. An increase in the amount of processed bul unpaid cleims due to our pharmacy benefit admnistrator,
which fuctuates due to month-end cutoff, also contributed to the benefits payable increase in each of 2015 and 2014
These items were partially offsct by a decrease in amounts owed to providers under capitated and risk sharing
arrangements in both 2015 and 2014, including the disbursement of & portion of our Medicare nisk adjustment collections
under our confractual obligations associated with our risk sharing arrangements, The increase in benefits payable in 2013
primerily wats due to an increase in the amount of processed but unpaid claims due to our pharmacy benefit administrator
and an increase in IBNR, primarity as a result of Medicare Advantage membership growth.
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The detail of total net receivables was as follows at December 31, 2015, 2014 and 2013

Change
018 2014 2013 7018 014 2013
{in millions)
Mcdicare $ 765 $ 664 § 516 § ([ 38 $ 154
Commercial and other 420 381 219 39 162 59
Military services iz 106 87 (29) 19 28
Allowance for doubtful accounts (101) {98) (71) (3) 27 (24)
Total net receivables $ (161 § 1055 § 811 108 242 217
Reconciliation te cash flow stalement:
Provision for doubtful accounts 61 32 37

Change in receivables acquired,
held-for-sale, or disposed
from sale of business 1 {10y {3)

Change in reccivables per cash flow
statement resulting in cash from
operations s 180 § 264 § 25]

As disclosed previously, on June 1, 2015, we completed the sale of our wholly owned subsidiary Concentra. Net
receivables associated with Concentra were classificd as held-for-sale at December 31, 2014 and December 31, 2013 and
excluded from the table above for comparative purposes.

Medicare receivables are impacted by revenue growth associated with growth in individual and proup Medicare
membership and the timing of accruals and related collections associated with the CMS risk-adjustment model.

The increases in commercial and other ceceivables in cach of 2015, 2014, and 2013 primarily are due to growth in the
business. Excluding the effect of classifying Concentra receivables as held-for-sale at December 31, 2014, the increasc in
commercial and other receivables from 2013 1o 2014 is primarily due to the commercial risk adjustment provision of the
Heaolth Care Refonn Law which became effective in 2014.

Military services receivables at December 31, 2015, 2014, and 2013 primarily consist of administrative services only
fees owed from the federal government for administrative services provided under our current TRICARE South Region
contract

Many provisions of the Health Carz Reform Law became effective in 2014, including the commercial risk adjustment,
risk corridor, and reinsurance provisions as well as the non-deductible health insurance industry fee, As discussed
previously, the timing of payments and receipts associnted with these provisions impact our operating cash fows as we
build receivables for each coverage year that are expected to be collected in subsequent coverage years. The net receivable
balance associated with the 3Rs was approximately $982 million at December 31, 2015 and $679 million at December 31,
2014, inciuding certain amounts recorded in receivables a3 noled above. In 2015, we paid the federnl government $867
million for the annual health insurance industry fee compared to our payment of $562 million in 20}4.

In addition to the timing of payments of benefits expense, receipts for premiums and services revenues, and amounis
due under the risk limiting and health insurance industry fee provisions of the Health Care Reform Law, other items
impacting operating cash flows primarily resuited from the timing of working capital releted to the growth in our
pharmacy end payments for the Medicarc Part D rigk corridor provisions of our contracts with CMS,
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Cash Filow from Investing Activitles

On June 1, 2015, we completed the sale of Concentra for approximatcly $1,055 million in cash, excluding
approximately $22 mitlion of transaction costs.

Our ongoing capital expenditures primarily relate o cur information technology initiatives, suppott of services in our
provider services operations including medical and edministrative facility improvements necessary for activities such as
the provision of care to members, claims processing, billing and collections, wellness solutions, care coordination,
regulatory compliance ond customer scrvice. Total capital expenditures, excluding acquisitions, were $523 million in
2015, $528 million in 2014, and $441 million in 2013,

[n 2015, we purchased a $284 million note receiveble directly from a third-party benk syndicate related (o the
financing of MCCI Holdings, LL.C's business ag described in Note 2 to the consolidated financial staiements included in
Item 8, ~ Financial Statements and Supplementary Data. The purchase of this note is included with purchases of
investrment securities in our consolidated statement of cash flows.

Proceeds from seies and maturities of investment securities exceeded purchases by $103 million in 2015 and $411
million in 2014, These net proceeds were used to fund normal working capital needs due to an incresse in receivables
associated with the 3Rs in addition to the timing of payments 1o and receipts from CMS associated with Medicare Part D
reinsurance subsidies, as discussed below. We reinvested a portion of our operating cash flows in investment securities,
primarily investment-grade fixed income securities, totaling $592 million in 2013,

Cash consideration paid for acquisitions, net of cash acquired, was $38 million in 20E5, ${8 million in 2014, and
$187 million in 2013, Acquisitions in 2015 and 2014 included health and wellness related acquisitions. Cash paid for
acquisitions in 2013 primarily related to the American Eldercare and other health and wellness refated acquisitions.

Cash Fiow from Financing Acilvitles

Claims payments were $361 million higher than receipts from CMS associated with Medicare Part D claim subsidies
for which we do not nssume risk during 2015, $945 million higher during 2014, and $155 million higher during 20t3. Our
2014 financing cash flows were negatively impacted by the timing of payments to and receipts from CMS associated with
Medicare Pent D claim subsidies for which we do not assume risk. We experienced higher specialty prescription drug costs
associated with & new treatmont for Hepatitis C than were contemplated in our bids which resulted in higher subsidy
receivable balances in 2014 that were settled in 2015 under the terms of our contracts with CMS. Qur net receivable for
CMS subsidies and brand name prescription drug discounts was $2.0 billion at December 3t, 2015 compared to $1.7
billion at December 31, 2014, Refer to Note 6 to the consolidated financial siatements included in Item 8. - Financial
Statemnents and Supplementary Data.

Under our adminisirative serviges only TRICARE South Region contract, health care cost payments for which we do
not assume risk exceeded reimbursements from the federal government by $4 million in 2015 and were less than
reimbursements from the federal government by $5 million in 2013 Reimbursements from the federal govemment
equaled health care cost payments for which we do not assume risk in 2014 Receipts from HHS associnted with cost
sharing provisions of the Health Care Reform Law for which we do not assume risk were higher than claims payments by
$69 million in 2015 and $26 million in 2014. See Netz 2 to the consolidated financial statements included in ltem 8. -
Financial Statements and Supplementary Data for further description.

We repurchased 5.9 million shares for $329 million in 2015, 5.7 million shares for $730 million in 2014 (excludes
gnother $100 million held back pending final setilement of an accelceated stock repurchase plan in March 2015), and 5.8
million shares for $502 million in 20i3 under share repurchase plans authorized by the Boaed of Directors We also
acquired common shares in connection with employee siock plans for an aggregate cost of $56 million in 2015, $42
miliion in 2014, and $29 million in 2013

As discussed further below, we paid dividends to steckholders of $172 million in each of 2015 and 2014 and $168
million in 2013
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We entered into a commercial paper program in October 2014, Net proceeds from the issuance of commercial paper
were $298 million 2015 and the maximum principal amount outstanding at any one time during 2015 was $414 million,
There were no net proceeds from the issuance of commercial paper in 2014 and the maximum principal amount
oulstanding at any one time during 2014 was $175 million,

In September 2014, we issued $400 million of 2 625% senior notes due Qctober 1, 2019, $600 million of 3.85%
senior notes due October 1, 2024 and $750 million of 4.95% senior notes due October |, 2044 Our net proceeds, reduced
for the underwriters' discount and commission and offering expenses, were $1 73 billion, We used a portion of the net
praceeds to redeem our $500 million 6.45% senior unsecured notes.

The remainder of the cash used in or pravided by financing activities in 2015, 2014, and 2013 primarily resulted from
proceeds from stock option exercises and the change in bock overdraft

Future Sources and Uses of Liquidity
Dividends

The following table provides details of dividend payments, excluding dividend equivalent rights, in 2013, 2014, and
2015 under our Board approved quarterly cash dividend policy:

Payment Amount Tatal
Date per Share Amount
(in milliona)
2M3 $106 5 167
2014 SLIO $ 170
2015 $L14 3 170

The Merger discussed in Note 2 to the consolidated finoncial statements included in liem 8, - Finanocial Statements
and Supplementary Data does not impact our ability and intent to continue quarterly dividend payments prior 1o the
closing of the Merger consistent with our historical dividend payments. Under the terms of the Merger Agreement, we
have agreed with Aetna that our quarlerly dividend will not exceed $0 29 per share prior to the closing of the Merger
Declaration ond payment of future quarterly dividends is at the discretion of our Board and may be adjusted as business
needs or market conditions change. In addition, under the terms of the Merger Agreement, we have agreed with Aetna to
coardinate the declaration and payment of dividends so that our stockholders do not fil to receive a quarterly dividend
around the time of the closing of the Merger.

On October 29, 2015, the Board declared a cash dividend of $0.29 per share that was paid on January 29, 2016 to
stockholden of recotd on December 30, 2015, for an aggregate amount of $43 million.

Stock Repurchases

In September 2014, our Board of Directors repleced a previous share repurchase authorization of up to $1 billion (of
which $816 million remained unused) with a new current autherization for repurchases of up to $2 billion of our commeon
shares exclusive of shares repurchesed in connection with employee steck plans, expiring on December 31, 2016, Under
the share repurchase authorization, shares may be purchased from time to time at prevailing prices in the open market, by
block purchases, through plans designed to comply with Rule 10bS-1 under the Securities Exchange Act of 1934, as
amended, or in privately-negotiated transactions {including pursuznt to accelerated share repurchase agreements with
investment banks), subject to ceriain reguiatory resirictions on volume, pricing, and timing. Pursuant to the Merger
Agreement, afier July 2, 2015, we are prohibited from repurchasing any of our outstanding sccurities without the prior
written consent of Actna, other than repurchases of shares of our common stock in connection with the exercise of
outstanding stock options or the vesting or settlement of ouistanding restricled stock awards Accerdingly, as announced
on July 3, 2015, we have suspended our share repurchase program. Our remaining repurchase suthorization wes $1.04
bitlion as of July 3, 201 5.
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Senlor Notes

In Scptember 2014, we issued $400 million of 2 625% scnior notes due October 1, 2019, $600 million of 3 85%
senior notes due October 1, 2024 and $750 million of 4.95% senior notes due October |, 2044 Our net proceeds, reduced
for the underwriters' discount and commission and offering cxpenses, were $1.73 billion We used a portion of the net
proceeds to redeem the 6 45% senior unsecured notes as discussed below. We previously issued $300 million of 6 45%
senior notes duc june I, 2016 that were redeemed in October 2014, $500 million of 7.20% senior notes due June 15, 2018,
$300 million of 6.30% ssnior notes due August 1, 2018, $600 million of 3.15% senior notes due December 1, 2022, $250
million of B.15% senior notes due June 15, 2038, and $400 million of 4 625% senior notes due December 1, 2042,

In October 20t4, we redeemed the $500 million 6 45% senior unsecured notes due June §, 2016, at 100% of the
principal amount plus applicable premium for early redemption and accrued end unpaid interest to the redemption daic,
for cash totaling approximately $560 million. We recognized a loss on extinguishment of debt of approximately $37
million in October 2014 in connection with the redemption of these notes

Qur senior notes, which are unsecured, may be redecmed at our option at any tme at 100% of the principal amount
plus accrued inlerest and a specified make-wholc amount. The 7.20% and 8.15% scnior noles arc subject to an interest rate
adjustment if the debt ratings assigned (o the notes are downgraded (or subseguently upgraded). In addition, cach series of
our scnior notea (other than the 6 30% senior notes) contain a change of control provision that may require us to purchase
the notes under certain circumstances On July 2, 2015 we entered into a Merger Agreement with Actna that, when closed,
may requirc redemption of the notes if the notes are downgraded below investment grade by both Standard & Poor's
Rating Services, or S&P and Moody’s Investors Scrvices, Inc, or Moody's

Credit Agreement

Our S-yenr $1,0 billion unsecured revolving credit agreement expires July 2018. Under the credit agrecment, at our
option, we can borrow on either a competitive advance basis or a revolving credit basis. The revolving credit portion bears
interest at either LIBOR plus a spread or the base rate plus a spread. The LIBOR spread, currently 110 basis paints, varies
depending on our credit ratings ranging from 90 to 150 basis points. We elso pay an annual facility fee regardless of
utilization. This facility (ee, currently 15 basis points, may fluctuate between 10 and 25 basis points, depending upon our
credit ratings. The competitive advance portion of any borrowings will bear intcrest at market rates prevailing at the time
of borrowing on either a fixed rate or 4 floating ratc based on LIBOR, at our option,

The terms of the credit agreement include standard provisions related to conditions of borrowing, including a
customary material adverse cffect clause which could limit our ability to borrow additional funds, Tn addition, the credit
agreement contains customary restrictive and financial covenants as well as customary events of default, including
financial covenants regarding the maintenance of 8 minimum level of net worth of $8.5 billion at December 31, 2015 and
a maximum leverage ratio of 3.0:1, We arc in complisnce with the financial covenants, with actual net worth of $10.3
billion and an actual leverage ratio of 1.3:1, os measured in accordance with the credit agreement as of December 31,
20185, In addition, the credit agrecment includes an uncommitted $250 millton incremental loan Facility

At December 31, 2015, we bad no borrowings outstanding under the credit agreement and we had outstanding letters
of credit of $1 million secured under the credit agreement. No amounts have been drawn on these letiers of credit.
Accordingly, as of December 31, 2015, we had $999 million of remnining borrowing capacity under the ceedit egreement,
none of which would be restricled by our financial covenant complionce requirement. We have other customary, arms-
length relationships, including financial advisory and banking, with some partics to the credit agreement.

Commercial Paper

In October 2014, we entered into a commercial paper progtam pursuant to which we may issue shori-term, unsecured
commercial paper notes privately placed on a discount basis through certain broker dealers. Amounts available under the
program may be bomowed, rcpaid and re-borrowed from time to time, with the aggregate face or principal amount
outstanding under the program at any time not to exceed $1 billion. ‘The net proceeds of issuances have been end are
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expected to be used for general corporale purposes. The maximum principal amount outstanding at any onc time during
the year ended December 31, 2015 was $414 million. There wns $299 mithon outstanding at December 31, 2015,

Liquidity Requiremenis

We believe our cash balonces, investment securities, operating cash flows, and funds available under our credit
agreement and our commercial paper program or {rom other public or private finoncing sources, taken together, provide
adequate resources to fund ongoing operating and regulatory requirements, acquisitions, future expansion opportunities,
and capital expenditures for at least the next twelve months, as well as to refinance or repay debt, and repurchusc shares,

Adverse changes in our credit rating may increase the rate of interest we pay and may impact the amount of credit
avitilable 1o us in the future, Our investment-grade credit rating at December 31, 2015 was BBB+ according to Standard &
Poor's Rating Services, or S&P, and Baa3 according to Moody's Investors Services, Inc., or Moody's. A downgrade by
S&P to BB+ or by Moody*s to Bal triggers an interest role increase of 25 basis poims with respect to $750 million of our
senior notes, Successive one notch downgrades increase the interest rate an additional 25 basis points, or onnual interest
expense by $2 million, up to a maximum 100 besis points, or annual interest expense by $8 million,

In addition, we operate as a holding company in a highly regulated industry. Humana Enc, our parcat company, is
dependent upon dividends and administrative expense reimbursements from our subsidiaries, most of which are subject to
regulatory restrictions. We continuc to maintain significant levels of aggregate cxcess statutory capital and surplus in our
state-regulated operating subsidiaries, Cash, cash equivalents, and short-tcrm invesiments at the parent company increased
to $1.6 billion at December 31, 2015 from $1 4 billion at December 31, 2014, This increase primarily reflects proceeds
from the sule of Concentra on Junc 1, 2015, proceeds from issuance of commercial paper and subsidiary dividends to the
parent company, partially offset by funding of subsidiary working capital requirements, common stock repurchases,
capital expenditures, and payment of stockholder dividends. Our use of operating cash derived from our non-insurance
subsidiaries, such as our Healthcare Services segment, is generally not restricted by Departments of Insurance. Our
regulated subsidiaries paid dividends to the parent of $493 million in 2045, $927 million in 2014, and $967 million in
2013. Subsidiary dividends in 2015 reflect the impact of lossca for our individual commercial medical business compliant
with the Health Care Reform Law and the November 5, 2015 revised statutory accounting guidance requiring the
exclusion of risk corridor receivables from refaled statutory surplus described below. Refer 10 our parent company
financial statements and accompanying notes in Schedule [ - Parent Company Financial Infermation. Excluding Puerto
Rico subsidiaries, the amount of ordinary dividends that may be paid tn our parent company in 2016 is approximately
$900 million, in the aggregate. Actun! dividends paid may vary due to consideration of excess statutory capital and surplus
and expected future surplus requirements related to, for example, premium volume and product mix.

On November 5, 2015, the National Association of Insurance Commissioners, or NAIC, issued statutory accounting
guidance for receivables associated with the risk corridor provisions under the Heslth Care Reform Law, which requires
the receivables to be excluded from subsidiary surplus. This accounting guidance required additional capital contributions
into cerigin subsidiaries during 2015, This swtutory accounting guidance does not affect our financial statements prepaved
in accordance with generally accepled accounting principles, under which we have recorded a receivable for risk corridor
amounts due to us as on obligation of the United States Govemment under the Health Care Reform Law, Al December 31,
2015, our gross risk corridor receivable for the 2014 and 2015 coverage years in the aggregale was $459 million. We
expect to record a risk corridor receivable of approximatety $340 million in 2016 for the 2016 coverage ycar. '

Certain regulated subsidiarics recognized premium deficiency reserves for our individual commercial medical policies
compliant with the Health Care Reform Law for the 2016 coverage year in the fourth quarter of 2015, Further, the
statutory-based premium deficiency excludes the estimated benefit associated with the risk comidor provisions as a
reduction in subsidiary surplus in accordance with the previously discussed November 5, 2015 statutory sccounling
guidance requiring the exclusion of risk corridor amounts from subsidiary surplus. As a result of the statutory-based
premium deficiency, we will fund capital contributions into ccriain regulated subsidiaries of $450 million duting the first
quarter of 2016.
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In 2015, we paid the federal government $867 million for the annual health insurance industry fee and expect to pay a
higher amount in 2016 given an increase in market shere, The Consolidated Appropriations Act, 2016, enacted on
Deccmber 18, 2015, included a one-time one year suspension in 2017 of the health insurer fee.

Regulatory Requirenients

For a detailed discussion of our regulatory requircments, including aggregate statutory capital and surphus as well as
dividends paid from the subsidiaries to the parent, please refer to Note 15 to the consolidated financial statements included
in Item 8. - Financial Stztements and Supplementary Data

Coniractual Obligations

We are contractually obligated to make paymenis for years subsequent 1o December 31, 2015 as follows

Puyments Due by Period
Less than More than
Total 1 Year 1-3 Yenrs 35 Years S Years
(in millions)

Debt s 4,099 § 299 § 800 § 400 $ 2,600
Interest (1) 2,539 88 342 244 1,765
COperating leases (2) 697 173 286 148 90
Purchase obligations (3) 150 74 74 2 —
Future poticy benefits payable and other long-
term libilities (4) 2,578 79 462 204 1,833

Total $ 10063 § 813 § 1,964 § 998 § 6,288

{t) Interest includes the estimated contractual inlerest payments under our debt agreements

(2) We lease facilities, compuler hardware, and other fumiture and equipment under long-term operating leases that
are noncancelzble and expire on verious dates through 2026. We sublease facilities or pertial facilities to third
party tenants for space not used in our operations which partially mitigates our operating lease commitments, An
operating lease is a type of off-balance sheet arrangement. Assuming we acquired the asset, rather than leased such
asset, we would have recognized a liability for the financing of these assets Sce also Note 16 10 the consolidated
finuncial statentents included in Tiem B, - Financial Statements and Supplementary Data.

Purchase obligations include agreements to purchase services, primarily information iechnology retated services,
or o make improvements to real estate, in each case that are enforceable and legally binding on us and that specify
all significant terms, including: fixed or minimum levels of service to be purchased; fixed, minimum or variable
price provisions; and the appropriate timing of the transaction. Purchase obligations exclude agreements that arc
cancelable withowt penalty

{4) Includes future policy benefits payablc ceded to third partics through 100% coinsurance agreements as more fully
deseribed in Note 19 to the consolidated financiol statements included in lem 8 — Financial Statements and
Supplementary Data We expect the essuming reinsurance carriers to fund these obligations and reflected these
amounts as rcinsurance recoverables included in other long-term assets on our consolidated belance sheet.
Amounis payable in less than one year are included in trade accounts payable and accrued cxpenses in the
consolidated balance shect.

(3

S

Off-Balance Sheet Arrangemenis

As of December 31, 2015, we were not invelved in any special purposc entity, or SPE, transactions, For o detailed
discussion off-balance sheet arrangements, please refer to Nolc 16 to the conselidated financial statements included in
Item 8, — Financial Statements and Supplementary Data.
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Guaraniees and Indemnificailons

For a detailed discussion our guarantees and indemnifications, please refer to Note 16 10 the consolidated financial
statements included 1n Item 8. — Financial Statements and Supplementary Data,

Government Contracis

For n detailed discussion of our government contracts, including our Medicare, Military, and Medicaid contracts,
please refer to Note 16 to the consolidated (inancial statements included in Item 8. — Financial Statements ond
Supplementary Datn

Critical Accounting Policies nnd Estimates

The discussion and onalysis of our financial condition and results of operations is based upon our consolidated
financial statements and accompanying notes, which have been prepared in accordance with accounting principles
generally accepled in the United Sintes of America. The preparation of these financial statcments and accompanying notes
requires us to make estimates and assumptions that affect the amounts reporied in the consolidated financinl statements
and accompanying notes. We continuously cvaluate our estimates and those critical accounting policics primarily rejated
1o benefits expense and revenue recognition a3 well as accounting for impairments related to our investment securities,
goodwill, and long-lived assets, These estimates are based on knowledge of current events and anticipated future events
and, sccordingly, actual results ultimately may differ from those estimates. We belicve the following critical accounting
policies involve the most significant judgments and estimates used i the preparation of our consolidated financial
slotements

Benefits Expense Recognition

Benefits expense is recognized in the period in which services are provided and includes an estimate of the cost of
services which have been incurred but not yet reported, or IBNR. IBNR represents a substantial portion of our benefits
payable as {ollows:

Dy ber 3, Per % D ber 31, Percentage
2018 of Total 014 of Total
{dollara u milllons)
IBNR ) 3,730 75.0% § 3,254 7271%
Reported claims in process 600 12.1% 475 10.6%
Premium deficiency reserve 176 315% — —%
Other benelits payable 470 94% 746 16.7%
Total benefits payabie 5 4976 1000% § 4,475 100.0%

Qur reserving practice is to consistently recognize the actuarial best point cstimate within o level of confidence
required by actuarial standards. Actuarial standerds of practice generally require a fevel of confidence such that the
liabilities established for IBNR have a greater probability of being adequate versus being insufficient, or auch that the
liabilities established for IBNR are sufTicient to cover obligations under an assumption of modemately adverse conditions.
Adverse conditions are situations in which the actual claims are expected to be higher than the otherwise estimated value
of such claims at the time of the estimate Therefore, in many situations, the claim amounts vltimately seitled will be less
than the estimatc that satis(ies the actuariel standards of practice

We develop our estimate for IBNR using actuarial methodologies and assumptions, primarily based upon historical
claim cxperience Depending on the period for which incurred claims are estimated, we apply a different method in
determining our estimate. For periods prior to the most recent two months, the key assumption used in estimating our
IBNR is that the completion factor patiern remains consistent over a rolling 12-month period after adjusting for known
changes in claim inventory levels and known changes in claim payment processes, Completion factors result from the
calculation of the pereentage of claims incurred during & given period that have historicelly been adjudicaled as of the
reporting period. For the most recent two months, the incurted claims are estimated prmarily from & trend analysis
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based upon per member per month claims trends developed from our historical experience in the preceding menths,
adjusted for known changes in estimnies of recent hospilal and drug utilization data, provider contracting changes,
changes in benefit levels, changes in member cost sharing, changes in medical management processes, product mix, and
weekday seasonality

The completion faclor method 1s used for the months of incurred claims prior ta the most recent two months because
the historical percentage of claims processed for those months is et a level sufficient to produce B consistently reliable
result, Conversely, for the most recent two menths of mcurmed claims, the volume of claims processed historically is not at
4 level sufficient to produce o reliable result, which therefore requires us to examine historical rend patterns as the
primary methed of evaluation Changes in claim processes, including recoveries of overpayments, receipt cycle times,
claim inventory levels, outsourcing, system conversions, end processing distuptions due fo weather or other events affect
views regarding the reasonable choice of completion factors. Claim payments to providers for services rendered are often
net of overpayment recoveries for claims paid previously, ss contractuaily allowed. Claim overpeyment rccoveries can
result from many different factors, including retreactive enrollinent activity, audits of provider billings, and/or payment
errors, Changes in pattens of claim overpayment recoveries can be unprediciable and result in completion factor
volatility, as they often impact older dates of scrvice. The receipt cycle lime measures the average length of time between
when a medical claim was initially incurmed ond when the claim form was received Increases in electronic claim
submissions from providers decrease the reccipt cycle time. If claims are submitted or processed on a faster (slower) pace
than prior periods, the actual claim may be more (less) complete than originally estimated using our completion factors,
which may result in reserves that arc higher (lower) than required.

Medical cost trends potentially are more volatile than other segments of the cconomy. The drivers of medical cost
trends include increases in the wtitization of hospital facilities, physician services, new higher priced technologies and
medical procedures, and new prescription drugs and therapies, as well as the inflationary effect on the cost per unit of each
of these expense componenis. Other exiernal factors such as government-mandated benefits or other regulatory changes,
the tort liability system, increases in medical services capacity, direct to consumer advertising foc prescription drugs ond
medical services, an aging population, lifestyle changes inctuding diet and smoking, catastrophes, and epidemics also may
impact medical cost trends Intemnal factors such os system conversions, claims processing cycle times, changes in medical
management practices and changes in provider contracts also may impact our ability to accurately predict estimates of
historical completion factors or medical cost trends. All of these factors are considered in estimating IBNR and in
estimating the per member per month claims trend for purpases of determining the rescrve for the most recent twa months,
Additionally, we continually prepare and review follow-up studies to assess the reasonableness of the estimales gencrated
by our process and methods over time. The results of these studics are also considered in determining the reserve for the
most recent two months Each of these {actors requires significant judgment by manegement.
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The completion and claims per member per month trend factors are the most significant factors impacting the IBNR
estimate. The portion of IBNR estimated using completion factors for claims incurred prior to the most recent two months
is generally less variable than the portion of IBNR estimated using trend factors The following table illustrates the
sensitivity of {hese foctors assuming moderate adverse experience and the cstimated potential impact on our operating
results caused by reasonably likely changes in these faciors based on December 31, 2015 data;

Completion Factor (a): Claimy Trend Facior (b):
Faclor Beceeare in Factor Decreade in
Change (c) Benelits Psyable Change (<) Benefits Payable
{dollars in miltiony)

060% $(181) (275)% $(298)
0 50% S(151) (2.50)% $(271)
040% $(120) {2.25)% $(244)
0.30% 5(90) (2.000% $217
0 20% $(60) (1.75)% $(190)
0.10% $(30) (1.50%% $(162)

—% §— (125% $(135)

(u) Reflects estimated potential changes in benefits payable at December 31, 2015 caused by changes in completion

factors for incurred months prior to the most recent two months.

{b} Rellects cstimated potentia! changes in benefits payable ot December 31, 2015 caused by changes in annualized

{c) The factor change indicaied represents the percentage point change.

clairns trend used for the cstimation of per member per month incurred claims for the most recent two months.

The following table provides a historical perspeclive regarding the accrual and payment of our benefits payable,

excluding military services, Components of the total incurred claims for cach year include smounts accrued for current
year estimated benefits cxpense as well as adjustments to prior year estimated accruals,

Balances at January |

Less: Reinsurance recoverables

Balances at January 1, net
Acquisitions
Incurred related to:
Current year
Prior yenrs
Total incurred
Paid reloted to:
Curment year
Prior years
Totel paid
Premivm deficiency reserve
Reinsurance recoverable
Balances at December 31

b H 2014 2013
(in millions}

$ 4475 § 3893 § 3775

(78} - =

4,397 3,893 3,775

— — 5

44397 38,641 32,711
(236) (518) (474)

44,161 33,123 32,237
(39,802)  (34357)  (29.,103)
4041)  (3262)  (3,021)
(43843) (37.619) (32,i24)

176 — -

85 78 -—

§ 4976 § 4475 § 3393
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The following table summarizes the changes in estimate for incurred claims related to prior years attributable to nur
key assumptions. As previously described, our key assumptions consist of trend and completion factors estimated using an
ussumption of moderately adverse conditions. The amounts below represent the difference between our original estimates
and the actual benefits expense ultimately incurred as determined from subsequent claim payments

Favorable Development by Changes in Key Assumplions

2015 1014 M3
Facior Facter Factor
Amount Change (a) Amouni Change {s)} Amount Change {a)
(dollars (o milliors)

Trend factors $ (145) (1.5% § (266) (3.7% $ (233) {3.4)%
Completion factors (31) 04% {252) 12% (241) 12%

Total $ (236) 5 (518) $ @41

E ] S L - . ]

(a} The factor change indicatcd represents the percentage point change,

As previously discussed, our reserving practice is to consistently recognize the actuarial best estimale of our ultimate
liabitity for claims. Actuarial standards require the usc of assumptions based on moderately adverse experience, which
generally results in favorable reserve development, or reserves that arc considered redundant. We experienced favorable
medical claims reserve development related to prior fiscal years of $236 million in 2015, $518 million in 2014, and $474
million in 2013, The table below details our favorable medical claima rescrve development related to prior fiscal years by
sepment for 2015, 2014, und 2013,

Fuvorable Medical Clnims Restrve

Development Change
2018 014 2013 2015 2014
{In millions)
Retail Sepment $ (228) $ (488) $ (428) $ 260 $ (60)
Group Scgment () {29) (42) n 13
Other Businesses (1 (1) ) —_ 3
Total 3 (236) § (518) % 471d) 8 282 % (44)

The favoruble medical claims reserve development for 2015, 2014, and 2013 primarily reflecis the consistent
application of irend and completion factors estimated using an assumption of moderately adverse conditions, The decline
in favorable prior perivd development in 2015 primarily wes due to the impact of lower financial claim recoveries due in
part to our gradusl implementation during 2014 of inpatient authorization review prior to admission as opposed to post
adjudication, ns well as higher than expected flu associated claims from the fourth quarter of 2014 and continued volatility
in claims associated with individual commercial medical products. The higher favorable prior period development during
2014 and 2013 reyulted from increased membership, better than originally expected wtilization across most of our major
business lines snd increased financial recoveries. The increase in financial recoveries ptimatily resulted from claim audit
process enhancements as well as increased volume of cleim audits and expanded audit scope. All lines of business
benefited from these improvements.

We continually adjust our historical trend and completion factor experience with our knowledge of recent events that
may jmpact current trends and completion factors when cstablishing our reserves. Because our reserving practice is to
consistently recognize the actuarial best point estimate using an assumption of moderately adverse conditions as required
by actuarial standards, there is o reasonable possibility that variances between actual trend and completion factors and
those assumed in our December 31, 2015 estimates would fall towards the middle of the ranges previously presented in
our sensitivity table.
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Benefits expense excluded from the previous table was as follows for the years ended December 31, 2015, 2014 and
2013:

2015 1014 2013
(in millions)
Premium deficiency reserve for short-duration policies s 176 % - § —
Military services 12 11 (2
Future policy benefits (80) 32 354
Total $ 108 $ a3 % 327

In the fourth quarter of 2015, we recognized a premium deficiency reserve for our individual commercial medical
busincss compliant with the Health Care Reform Law nssociated with the 2016 coverage year as discussed in more detail
in Note 7 to the consolidated financial statements included in Item 8. ~ Financial Statements and Supplementary Data.

Military services benefits expense for 2015 and 2014 reflect expenscs associated with our contracls with the Velerans
Administration. Military services benefits expense for 2013 reflects the bencficial effect of a favorable sctilement of
contract claims with the DoD partially offset by expenses associated with our contracts with the Velerans Administrotion,

Certain health policies sold 1o individuals prior to 2014 (the first year plans compliant with the Health Care Reform
Law were effective) are accounted for as leng-duration as more fully described below. The reduction in future policy
bencfits in 2015 refiects the release of reserves as individual commercial medical members transition to plans compliant
with the Health Care Reform Law.

Future policy benefits payable of $2.2 billion and $2 3 billion at December 31, 2015 and 2014, respectively, represent
liabilities for long-duration insurence policies including long-term care insutance, life insurance, annuities, and certain
hicalth and other supplemental policies sold to individuals for which some of the premium received in the earlier years is
intended to pay anticipated benefits to be incurred in future years. At policy issuance, these reserves are recognized on e
net level premium method based on premium rute increase, interest rate, mortality, morbidity, persistency (the percentage
of policies remaining in-force), and maintenance expense assumptions. Intorest rmtes are based on our expected net
investment returms on the investment portfolio supporting the reserves for these blocks of business, Mortality, n measure
of expected death, and morbidity, o measure of health status, nssumptions arc based on published actuarial tables,
medified based upen actual experience. The sssumptions used to determine the liability for future policy benefits are
established and locked in el the time ench contract is issued and only change if our expected future experience deteriorates
10 the point that the level of the linbility, together with the present value of future gross premiums, are not ndequate to
provide for fiture expected policy benefits and maintenance costs (i, the loss recognition date). Decause these policies
have long-term claim payout periods, there is a greater risk of significant variebility in claims costs, either positive or
negative We perfonn loss recognition tests at least annually in the fourth quaner, and more frequently if adverse cvents or
chenges in circumstances indicale that the level of the liability, together with the present value of fisture gross premiums,
may hot be adequate to provide for future expected policy benefits and maintenance costs.

Future policy benefits payable include $1.5 billion at December 31, 2015 and 2014 associated with a non-strategic
closed block of long-term care insurnce poticies acquired in connection with the 2007 acquisition of KMG.
Approximately 31,800 policics remain in force as of December 31, 2015, No new policies have been written since 2005
under this closed block. Future policy benefits paysble includes amounts cherged to accumulated other comprehensive
income for an udditional tiability that would exist on our closed-block of long-term care insurance policies if unreatized
gains on the sale of the investments backing such products had been realized and the proceeds reinvested st then current
yiglds. There was no additional linbility at December 31, 2015 and $123 million of additional liability ot December 31,
2014 Amounts charged to accumuleted other cemprehensive income are net of applicable deferred taxes
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Long-term care insurance policies provide nursing home and home heglth coverage for which premiums are collected
many years in advance of benefits paid, if any. Thercfore, our actual claims expericnce will emerge many years after
assumptions have been established. The risk of a deviation of the actual interest, morbidity, mortality, and maintenance
cxpense assumptions from those assumed in our rcserves are particularly significant to our clesed block of long-term care
insurance policics. A prolonged period during which interest rates remain at levels lower than those anticipated in our
reserving would result in shortfalls in investment income on assets supporting our obligation under Jong term care policies
because the long duration of the policy abligations exceeds the duration of the supporting investment assets. Further, we
maonitar the loss experience of these long-term care insurance policies and, when necessary, apply for premivm rate
increases through a regulatory filing and approval process in the jurisdictions in which such products were sold, To the
exicnt premium rale increases, interest rates, and/or loss experience vary from our loss recognition date sssumptions,
future material adjustments to reserves could be required.

During 2013, we recorded o loss for a premium deficiency. The premium deficiency was based on cument and
anticipated experience that had deteriorated from our locked-in assumptions from the previous December 31, 2010 loss
rccognition date, particularly es they related to emerging experience due to an increase in life expectancies and utilization
of home health care services. Based on this deterioration, and combined with lower interest rates, we determined that our
existing future policy benefils payable, together with the present value of future gross premiums, associated with our
closed block of long-term cate insurance policies were not ndequate 1o provide for future policy benefits and maintenance
costs under these policies, thereforc we unlocked and modified our assumptions based on current expectations,
Accordingly, during 2013 we recorded $243 million of edditional benefits expense, with a corresponding increase in
fulure policy benefits payable of $350 million partially offset by a related reinsurance recoverable of $107 million
included in other long-term assels

For our closed block of long-term cere policies, actuarial assumptions used to estimale reserves are inherently
uncertain due to the potential changes in trends in mortality, morbidity, persistency and interest rates as well as premium
rale increases. As o result, our long tenn carc reserves may be subject to materiel increases if these trends develop
adversely to our expectations, The estimated increase in reserves and additional benefit expense from hypothetically
modeling adverse variations in our actuariel assumptions, in the aggregate, could be up to $400 million, net of reinsurance.
Although such hypothetica) revisions are not currently appropriate, we believe they couid occur based on past varignces in
cxperience and our expectation of the ranges of future experience that could reasonably occur, and any such revision could
be material. Generally accepted accounting principles do not allow us to unlock our assumptions for favorable items.

In addition, future policy benefits payable includes amounts of $205 million at December 31, 2015, $2t0 million at
December 31, 2014, and $215 million et December 31, 2013 which are subject to 100% coinsurance agrecments as more
fully described in Note 19 1o the consolidated financial statements included in liem 8. — Financial Statements and
Supplementary Data, and as such are offsct by a related reinsurance recoverable included in other long-term assets.

Revenue Recognitlon

We generally establish one-year commercial membership contracts with employer groups, subject to cancellation by
the employer group on 30-day written notice. Our Medicare contracts with CMS renew annually. Qur military services
contracts with the federal government and our controcts with various state Medicaid programs gencrally are multi-year
contracts subject to annuat renewal provisions.

Our commereial contracts establish rates on a per employee basis for cach month of coverage based on the type of
coverage purchased (single to family coverage options). Qur Medicare and Medicaid contracts also establish monthly rates
per member. However, our Medicare contracts also have additional provisions es outlined in the following separate
section.

Premiums revenue and edministrative services only, or ASO, fees arc cstimated by multiplying the membership
covered under the various contracts by the contractun! rates. In addition, we adjust revenues for estimated changes in an
employer’s enrollment and individuals that ultimately may fail to pay, and for estimated rebates under the minimum
benefit ratios required under the Health Care Reform Law. Entollment changes not yet processed or not yet reported by an
employer group or the government, atso known as retroactive membership adjustments, are estimated based on
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